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Assessment Of The National
Grain Inspection System
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Serious weaknesses in the national grain in-
spection system require fundamental changes
that will restore the system’s credibility and
attain its intended objectives.

The Congress should establish an essentially
all-Federal grain inspection system incorpo-
rating sampling, grading, and weighing services
which

--would be phased in gradually (1) start-
ing immediately at problem locations,
(2) moving as soon as possible to port
elevators, and (3) after sufficient ex-
perience is gained, extending to major
inland terminals and

--would be operated on a reimburs-
able basis.

The Secretary of Agriculture should improve
procedures for bhandling complaints from
foreign buyers of U.S. grain and should
intensify research and development on the
official U.S. grain standards.

RED-76-71




COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 208548

B-114824

. The Honorable Hubert H. Humphrey, Chairman dgr il

' Subcommittee on Foreign Agricultural Policy , !
N Committee on Agriculture and Forestry R TR EA
¢ 2. United States Senate

Dear Mr. Chairman:

This report discusses fundamental weaknesses in the ‘
national grain inspection system which regquire action by
the Congress and the Secretary of Agriculture to restore
the system's credibility and attain its intended objec-
tives. The report also discusses the need for the Secre-
tary of Agriculture to improve the procedures for handling
complaints from foreign buyers of U.S. grain and intensify
research and development on the official U.S. grain standards.’

We made our review pursuant to the joint request by you '/
and Representative Thomas S. Foley, Chairman, House Committee’
on Agriculture. Department of Agriculture officials and
staff gave us their full cooperation during the review.

The Department's comments have been incorporated in
the report and its letter is included as appendix VII.

We are also sending this report to Representative Foley.
As agreed, we are sending one copy to the Secretary of
Agriculture with the understanding that the contents are
not to be released until the report or its contents are
released by you or Representative Foley.

After the report is released, we plan to send copies
to the Secretary of State; the Director, Office of Manage-
ment and Budget; the Chairmen of the Senate and House
Committees on Appropriations, the Budget., and Government
Operations; and other interested congressional committees,
Members of Congress, and individuals.

Sincerely yours,

Vess (7

Comptroller General
of the United States
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Dear Mr. Chairman:

This report discusses fundamental weaknesses in the
national grain inspection system which require action by
the Congress and the Secretary of Agriculture to restore
the system's credibility and attain its intended objec-
tives. The report also discusses the need for the Secre-
tary of Agriculture to improve the procedures for handling
complaints from foreign buyers of U.S. grain and intensify
research and development on the official U.S. grain standards.

We made our review pursuant to the joint request by you
and Senator Hubert H. Humphrey, Chairman, Subcommittee on
Foreign Agricultural Policy, Senate Committee on Agriculture
and Forestry. Department of Agriculture officials and staff
gave us their full cooperation during the review.

The Department's comments have been incorporated in
the report and its letter is included as appendix VII.

We are also sending this report to Senator Humphrey.
As agreed, we are sending one copy to the Secretary of
Agriculture with the understanding that the contents are
not to be released until the report or its contents are
released by vou or Senator Humphrey.

After the report is released, we plan to send copies
to the Secretary of State; the Director, Office of Manage-
ment and Budget; the Chairmen of the Senate and House
Committees on Appropriations, the Budget, and Government
Operations; and other interested congressional committees,
Members of Congress, and individuals.

Sincerely yours,

Vows (]

Comptroller General
of the United States
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COMPTROLLER GENERAL'S ASSESSMENT OF THE NKTIONAL
REPORT TO THE HOUSE GRAIN INSPECTION SYSTEM
COMMITTEE ON AGRICULTURE Department of Agriculture
AND THE SUBCOMMITTEE ON

FOREIGN AGRICULTURAL POLICY,

SENATE COMMITTEE ON

AGRICULTURE AND FORESTRY

DIGEST
Serious problems exist in the national
grain inspection system authorized by the
U.S. Grain Standards Act. The Department
of Agriculture's role as overall supervisor
has serious inherent limitations. It has
not been able to insure the integrity
of a system operated by a widely dispersed
group of over 100 State and private agencies
and trade associations.

Although some inspection services have been
satisfactory, the system generally has

--operated without effective controls,
procedures, or lines of authority;

--tolerated conflicts of interest
between the grain inspection and
merchandising operations; and

--not been responsive to the limited
supervision provided by the Department's
Agricultural Marketing Service.,

Grain exports are an extremely important
factor in the U.S. balance-of-trade position.
The 1974 crop of U.S. grains covered by the
act was valued at about $33 billion. During
fiscal year 1975, U.S. exports of grain
subject to inspection under the act totaled
about $12.5 billion. (See p. 5.)

Weaknesses in the national inspection system
have led to extensive criminal abuses, such as
intentional misgrading of grain, shortweighing,
and using improperly inspected carriers. (See
ch. 2.) Disclosure of these matters in the
world press and in congressional hearings has
resulted in an erosion of confidence in the
system in the United States and internationally.
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Action is needed to restore credibility in

the system, promote orderly grain marketing,
protect buyers' and sellers' interests, and
build confidence in the quality and consistency
of U.S., grain at home and in world markets.
Accordingly, fundamental changes are reguired
in the system. An essentially all-Federal in=
spection system is needed to:

--Restore integrity and confidence in the inspec-
tion system.

--Provide greater uniformity and consistency
in inspection procedures and operations.

--Establish an independent system, eliminating
actual and potential conflicts of interest.

--Increase foreign trade or at least reduce chances
of customers choosing to buy from other sources.

--Develop an inspection force conforming to
uniform hiring and training requirements.

--Permit rotation of the insvection force
among specific localities.

-=-Provide for maximum use of standardized equip-
ment and better maintenance of equipment,

--Reduce the number of multiple or duplicate in-
,spections presently required.

-=-Reduce the number of inspection agencies to
increase administrative efficiency.

--Place inspectors under direct control of Agri-
culture, to provide more effective authority
to deal with inspector deficiencies.

--Eliminate present inequities whereby some
inspectors earn annual salaries or incomes from
$30,000 to, in some cases, $78,000.

-=-Give Agriculture direct responsibility and
authority to deal with elevators whose complex
grain-handling systems allow for easy circum-
vention of controls over drawing of representa-
tive samples. (See p. 55.)
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Recognizing that creating an essentially all-
Federal system will take time and that, while
some changes can be effected immediately, other
changes, although urgently needed, will for
voractical reasons take more time to fully
accomplish, GAO recommends that the system be
established in phases as follows.

The Congress should
Phase I

--provide Agriculture with authority to
take over inspection services immediately
from those States or firms where serious
problems are disclosed,

~--direct Agriculture to intensify surveillance
over on~going inspection services being
provided by the States, trade associations,
and private agencies until phases II and
III are implemented,

Phase II

--authorize and direct Agriculture to assume
responsibility at the earliest possible
date for providing inspection services--
sampling, grading, and weighing--and for
issuing official inspection certificates
at all port elevators,

Phase III

-—-authorize and direct Agriculture to extend
the Federal inspection system (including
sampling, grading, and weighing) to the
main inland terminals, after sufficient ex-
perience has been obtained at the ports, and

~-direct Agriculture to provide inspection
services, on a request basis and under
contracting or licensing arrangements, at
minor inland terminal and country eleva-
tors. Such services should be provided
under Agriculture-prescribed standards and
procedures and should be subject to depart-
mental review and supervision. (See p. 56.)

iii



The Congress should also establish the system
on a reimbursable basis whereby the fair costs
of operating the system would be recovered
through fees.

Legislation and regulations developing
standards and procedures for the system
should give appropriate consideration to
the following matters.

~--Conflicts of interest. The system should
prohibit all of these, actual and potential,
and should imoose appropriate penalties for
violations on the part of grain handlers and
inspection personnel. (See pp. 13 and 58.)

~-Sampling grain. Adequate controls and
procedures should be established for this
process, including egquipment operation
and maintenance. Automated eguipment
should be mandatory to the extent feasible,
(See pp. 15 and 58.)

--Weighing grain. Grain weighing should be made
an integral part of the inspection system.
Adequate controls, standards, and procedures
should be established, including safeguards
over equipment calibration and maintenance.
(See pp. 22 and 58.)

-~Grading graiﬁ. The need for improved accuracy
and uniformity should be met through continuing
research and training. (See pp. 26 and 58.)

--Personnel administration. Uniform standards for
recruiting, training, and supervising inspection
personnel should be established and maintained,
and a rotation program and work production
standards for inspectors should be established.
(See pp. 37 and 58.)

--General administration. Quick and thorough
reviews and investigations of reported
discrepancies and abuses should be re-

quired. (See pp. 44 and 58.)

Inspection certificates should clearly
show whether Agriculture or other agencies
prepared them. (See p. 58.)
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The provision that superseded certificates
be surrendered when repeat inspections are
requested should be stringently enforced.
(See pp. 30 and 58.)

Instructions on examinations of stowage space
in carriers should be revised to set forth
training and performance requirements and to
describe all situations where examinations
should be required. (See pp. 33 and 58.)

Appropriate annotations should be made on
inspection certificates for grain loaded at
Great Lakes ports stating that such certifi-
cates are not valid for transshipped grain.
(See pp. 35 and 59.)

To the extent practicable, grain inspection
operations should be open to public scrutiny
by foreign buyers or other interested
parties. (See p. 59.)

Agriculture top officials reemphasized to GAO
the Administration's desire to maintain the
existing basic organizational structure for

the national grain inspection system.

Present problems and deficiencies, they
maintained, can be corrected through improved
administration, granting Agriculture additional
authorities, and imposing more stringent
penalties. Agriculture expressed agreement
with most other aspects of GAO's recommendations.
(See p. 59 and app. VII.)

GAO's view is that the Administration's proposal
would retain many of the present system's funda-
mental disadvantages and limitations and that
the deeply entrenched and pervasive problems

of the past and present could not be dealt

with effectively under such a system.

Foreign buyers' complaints
about U.S. grain

Inquiries in nine foreign countries revealed
much dissatisfaction with U.S. grain sold
abroad. Many customers believed they regularly
received lower quality and weight than they
paid for. The resulting cost in terms of
diminished foreign sales and other effects is



not calculable. Many buyers said the United
States would continue to be their principal
grain supplier but that they had reduced

their purchases of U.S. grain and were buy=-
ing more from other countries. A few said
they had stopped buying U.S. grain altogether.
(See pp. 67 to 75.)

Agriculture has not been sufficiently sensitive
to foreign buyers' problems and has offered
little assistance to them. Most Foreign
Agricultural Service attaches GAO visited

were not fully aware of the extent of foreign
buyers' problems and said they lacked the
authority, expertise, and resources for
investigating complaints.

Procedures for handling foreign complaints

were poorly defined and generally ineffectual. '
No central coordinating agency was designated ‘
to insure that all complaints’ were recorded,

investigated, and responded to and that the

combined results were analyzed for possible

use in reexamining inspection procedures.

(See pp. 75 to 81.)

Recommendations to the Secretary of Agriculture !
for improving the handling of foreign complaints

are on page 82. Agriculture agreed with the
recommendations and outlined actions it was

taking or would take. (See p. 83.)

The U.S. grain standards

Many persons pointed out that the U.S. grain stan-
dards do not include certain important grain qua-
lity indicators but include other relatively
unimportant or unreliable indicators. According
to one authority, the standards were developed

and amended over the years primarily to meet

the minimal needs of grain merchandisers, and

the needs of growers and food processors were

not considered adequately.

Certain respondents said greater emphasis was
needed on developing standards which (1)
stressed gualities relating to grain's

end use, such as orotein in wheat and oil

and protein in soybeans, and (2) provide
incentives to farmers to produce higher
quality grain. Before certain refinements
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or changes can be made to the grain standards,
however, new equipment or inspection techniques
must be developed to readily ascertain grade

in accordance with the proposed standards.

(See pp. 85 to 92.)

Agriculture has not been sufficiently con-
cerned about the need for adequately directed
and coordinated research on the grain standards
by its several agencies. The Secretary should
intensify research and development on the U.S.
grain standards and provide for greater coordi-
nation among the departmental agencies with
research and marketing responsibilities.

(See p. 92.)

Agriculture concurred in the need for in-
tensified research and development and said
its agencies would jointly design and cost out
priority research proposals. (See p. 93.)
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CHAPTER 1

- INTRODUCTION

Properly inspecting and weighing grain is important for
the smooth functioning of the U.S. grain-marketing system.
Sellers and buyers from farms to foreign vorts depend on the
quality and quantity of grain as being represented fairly,
accurately, and in accordance with applicable laws and requ-

lations. 1In recent months, confidence in the integrity of
- the U.S. grain-marketing system has been shaken as many cases
of improper inspections and shortweighing of grain have been
disclosed and as federally licensed grain inspectors, grain
handlers, and others involved in the system have pleaded
guilty or been convicted of illegal activities.

Because of concern about the impact of these irrequlari-
ties, particularly on foreign purchases of U.S. grain which
must compete with the grain exports of other countries, the
House Committee on Agriculture and the Subcommittee on Foreign
Agricultural Policy, Senate Committee on Agriculture and
Forestry, asked us to review the grain marketing system. Con-
gressional committee staffs and other Federal agencies, namely, ‘
the U.S. Department of Agriculture (USDA), the Justice Depart- 4:,37
ment and its Federal Bureau of Investigation (FBI), the Federal /o2
Trade Commission, and the Internal Revenue Service, have also 59, %
been reviewing and investigating certain aspects of the
system and the activities of grain inspectors and others.

GRAIN-MARKETING CHAIN

U.S. grain, grown predominantly in the Midwest (see
app. I), moves from farms to domestic users or to export
vessels generally through a system of grain elevators (ware-
houses). These elevators are owned by individuals or farmers'
cooperatives or are part of an elevator chain owned by a grain
company. They are located in rural farming communities
(country elevators), at principal grain-marketing centers
(inland terminals), and at export locations (port elevators).
According to a USDA official, there are about 8,000 country
elevators, 450 inland terminals, and 80 port elevators in
the United States.

An elevator generally consists of two basic parts: sto-
rage tanks, or bins, and a workhouse. The workhouse contains
machinery for receiving, loading out, weighing, and condition-
ing grain. When received, grain is dumped into an unloading
pit. From there it is picked up by buckets attached to a
vertical belt and is elevated. The grain then drops by



gravity into a spout and moves either to a scale bin where
it is weighed before storage or directly to a storage tank
where it is generally stored commingled with other grain

of the same type and with similar characteristics. Grain
may be conditioned--cleaned, dried, or blended--in the ele-
vator at any time before loadout.

For loadout, grain moves from the bottom of the storage
tank by gravity onto a belt and is elevated. The grain then
drops by spout into a conveyance, such as a railcar, or onto
a conveyor belt for loading into a ship or barge. Before
being loaded, grain may be routed to a scale bin for weighing.
Illustrations of an elevator receiving and loading out grain
are shown in appendixes II and III.

Country elevators

The country elevator, such as the one shown below, is the
first link in the chain of moving grain from a farm to the
ultimate user. About 84 percent of the grain marketed by
U.S. farmers is delivered to country elevators, generally
by truck. The grain may be sold to the country elevators or
stored there for subsequent sale or use.

W VL T e

Country elevator

USDA photograph



At the country elevators, the weight of the farmer-
delivered grain is determined by comparing the weights
of the truck before and after the grain is dumped into the
elevator pit. Country elevators generally purchase grain
by weight at a local market price as adjusted for discounts
and premiums on the basis of quality factors. To ascertain
the grain's gquality, a sample is taken either by a probe
(see p. 17) before the grain is dumped or by a hand-held
container while it is being dumped.

Grain is shipped from country elevators to inland ter-
minals or port elevators in railcars, barges, or large trucks.
The railcars carry about 2,000 to 3,500 bushels each, and
the trucks carry about 750 bushels each.

Inland terminals and port elevators

Inland terminals, such as the ones shown below, are usual-~
ly located at major transportation centers. They receive grain
mainly from country elevators. The grain is stored or con-
ditioned for the domestic market or for shipment to port
elevators. Domestic users include manufacturers of flour,
cereals, animal feeds, starch, and vegetable oils. Outgoing
grain generally is shiooved bv rail or barge.

TERYLERS £ 05

Inland terminals

USDA photograph



Port elevators, such as that shown below, are located
at ocean, Gulf, or Great Lakes ports.

Port elevator

Courtesy of Jarvis
International, Inc.,
Salina, Kansas

These elevators generally receive grain by rail and barge
from country elevators and inland terminals. Grain may
receive additional conditioning at a port elevator before
being bulk-loaded into vessels for export. The port
elevators' load-out capacities generally range from 40,000
to 80,000 bushels an hour.

Bulk carriers, tankers, tramp steamers, and other vessels
are used for exporting grain. According to a steamship company
official, the vessels' capacities vary widely but a vessel
ordinarily can be loaded within a few days. He said that
bulk carriers, with capacities ranging from about 700,000
to 1.3 million bushels, are generally used. Grain shipments
to inland terminals and to port elevators are generally settled
on the basis of incoming, or destination, weights and grades.
Usually grain loaded out of these elevators is also weighed
and graded. For export sales, settlement is normally made
on the basis of weights and grades determined at the port
elevator as the vessel is being loaded.



GRAIN SUPPLY AND DISPOSITIONS

The following table, based on USDA publications, summa-
rizes the supply and dispositions of grain in the United
States during the 1974-75 (1974 croo) marketing year.l/

Soybeans
Wheat Corn (note a) Other Total

————————— (millions of bushels)--=-==--=--
Supply, beginning

of year 247 483 171 449 1,350
1974 production 1,793 4,651 1,233 1,589 b/9,266
Imports 2 2 - 20 24

Total
supply 2,042 5,136 1,404 2,058 10,640
Dispositions:
Domestic 683 3,628 797 1,487 6,595
Export c/1,039 1,149 421 267 ¢/2,876
Total
dispositions 1,722 4,777 1,218 1,754 9,471
Supply,
end of year 320 359 186 304 1,169

a/Soybeans, although technically oilseeds, are covered by
the Grain Standards Act (see p. 7) and are included in
the general term “grain” used in this report.

b/As shown in appendix I, the value of this 1974 oroduction
was about $33 billion.

c/Includes equivalent of 40 million bushels of wheat in the
form of flour and other wheat products.

During the 1974-75 marketing vear, exports accounted for about
51 percent of the total wheat supply, 30 percent of the soy-
bean supply, and 22 percent of the corn supply.

GRAIN EXPORTS

In fiscal year 1975, the value of all agricultural
exports was $21.6 billion on the basis of Bureau of the Census
data. Of this, $12.5 billion, or 58 percent, was for wheat,
soybeans, corn, and other grains that by law must be in-
spected before being exported if sold by grade. Agricultural
imports totaled $9.6 billion, netting an agricultural trade
balance of $12 billion which more than offset a nonagricultural
trade deficit of $9.9 billion.

1/Mostly during fiscal year 1975. The beginnings of the
marketing years vary: corn, October 1; wheat, July 1;
soybeans, September 1; other grains, July 1 or October 1.



Of the $12.5 billion of inspected grain actually exported
in fiscal year 1975, wheat and corn accounted for about 70
percent, as shown in the following table.

Value Bushels

(000,000 omitted)

Wheat 5 4,797 999
Corn 3,988 1,122
Soybeans 2,951 404
Sorghum 616 191
Barley, oats, and rye 170 53

Total $12,522 2,769

The grain was exported by vessel, except for a small portion
sent by rail and truck to Mexico and Canada.

Japan ($2.2 billion), the Netherlands ($1.2 billion),
and West Germany ($859 million) were the major destinations,
though not necessarily the final users. A large quantity of
grain shipped to the Netherlands, for example, was unloaded
and shipoed to other countries. Appendix IV shows the values
and quantities of grain shipments according to original
destinations.

The largest volume of U.S. grain exports—--about 60 per-
cent of the national total--moves through Gulf port eleva-
tors. The following table summarizes, by area, the quan-
tity of grain inspected for export from port elevators in
fiscal year 1975, according to USDA data.

Grain inspected for export
in fiscal year 1975

Area Bushels
(000,000 omitted) Percent
Gulf of Mexico 1,707 64.0
Atlantic coast 364 13.7
Pacific coast 361 13.5
Great Lakes (note a) 234 8.8
Total 2,666 100.0

a/Great Lake ports are closed during the winter.



GRAIN INSPECTION AND WEIGHING SYSTEM

Two Federal laws governing the management, marketing,
and inspection of U.S. grain are the United States Grain
Standards Act, as amended (7 U.S.C. 71), and the United States
Warehouse Act, as amended (7 U.S5.C. 241). These acts provide
a uniform, nationwide system for inspecting, grading, weighing,
and storing grain under the supervision of the Secretary
of Agriculture.

Grain Standards Act operations

Under authority of the Grain Standards Act, USDA's
Agricultural Marketing Service (AMS) has established Federal
(official) standards--numerical grades based on various gua-
lity factors--for wheat, corn, soybeans, sorghum, rye, oats,
barley, flaxseed, and mixed grain. These standards facilitate
mass trading in grain domestically and with other countries
by enabling buvers and sellers to transact sales on the basis
of the grain's grade rather than on personal observations.

Some of the quality factors are test weight per bushel,
percent of damaged kernels, moisture content, and percent of
foreign material. The standards for corn, for examole, follow.

Maximum limits of—

Minimum, ' -
i test . - Damaged kernels
Grade weight per Broken
bushel : Moisture - corn and '
; . foreign | . Heat-
' . material ~ Total .damaged
: | ! | i kernels
! | i ' i,
v Pounds  Percent” Percent - Percent | Percent
U.S. No.1.._.. 56. 0 140 © 20! 3.0, 0.1
US. No.2.____ ‘ 54.0 15.5 3.0 5.0 | .2
U.S. No. 3._.__ ' 52.0 . 17.5 - 4.0 | 7.0 LD
U.S. No.4_____ 49.0 20.0 50!  10.0 1.0
US. No. 5.} 46. 0 23.0, 7.0 . 15.0 , 3.0
U.S. Sample t U.S. Sample grade shall be corn which does not meet
grade. " the rg?uirements for any of the grades from
' U.8. No. 1 to U.S. No. 3, inclusive; or which

contains stones; or which is musty, or sour, or
heating; or which has any commercially objection-
able foreign odor; or which is otherwise of dis-
tinetly low quality.

The Grain Standards Act also authorizes USDA to (1)
license, and triennially relicense, qualified non-Federal indi-
viduals to carry out one or more of the official inspection
functions, (2) review the licensees' work, and (3) resolve
disputes about assigned grades. The inspection functions
include:



--Examining the interior of the conveyance to be used
for transporting the grain. This stowage examination
is required for all export grain and for other lots
of grain which are officially inspected at the time
of loading.

~--Obtaining one or more representative samples of the
grain, depending on the size of the lot to be graded.

--Analyzing the sample through both objective and sub-
jective tests and using the results as the basis for
certifving the grade in accordance with official
grain standards.

--Issuing the official inspection certificate showing
the results of the inspection and the grain's type
and grade.

There are about 815 licensed inspectors (individuals
licensed to perform and certify the results of all inspection
functions) and about 1,840 licensed samplers and technicians
(individuals who, depending on the terms of their licenses,
can take samples and/or perform laboratory tests needed to
determine a grain's grade). Only a licensed inspector, how-
ever, can assign a grade or issue a certificate of grade
and then only for the grains specified in his license.

The licensees are not USDA employees. They work for
State departments of agriculture, trade groups, or privately
owned grain inspection agencies designated by USDA to inspect
grain at specific inspection points. 1In July 1975, there
were 111 inspection agencies--23 State, 41 trade, and 47
private--designated to make inspections at 183 inspection
points in the United States under the Grain Standards Act.l/
Of the 11l agencies, 26 inspected export shipments. Each
agency is resvonsible for hiring, training, supervising,
and directing the day-to-day work of its inspection personnel.

The agencies charge a fee for their services based on the
gquantities inspected. The fees must be nondiscriminatory and
reasonable and cannot be used to pay for costs of any operation
which is not related to official inspection.

1/Effective November 17, 1975, USDA canceled the designation
of a private agency at the request of the agency's owner
after AMS had sought action to revoke the designation for
violations of the Grain Standards Act. On January 22, 1976,
USDA filed a formal complaint seeking to revoke the desig-
nation of a State-commissioned agency.



AMS's Grain Division administers the Grain Standards
Act through 32 field offices in the United States and 1 in
Canada. When our review started, the Division had about
225 grain graders operating from its field offices. Under
the Grain Standards Act, AMS graders review or supervise
the licensees' work on an “as time permits" basis, conduct
appeal inspections, and make initial inspections of some
U.S. grain at Canadian ports. Fees for Federal inspec-
tion services are set by regulation.

Generally, grain is officially inspected at inland termi-
nals and port elevators. The act provides that all grain
shipped from the United States which is sold, offered for sale,
or consigned for sale by grade must be inspected by a licensed
inspector as it is loaded or while it is in the final carrier,
Inspections are also required if grain is in a container--rail-
car, barge, truck, ship's hold, or other storage space or
receptacle--which shows an official grade designation or an
official inspection mark, or if the grain is represented to
have been officially inspected. 1Inspections of other grain
may be made at the request of any interested party. AMS esti-
mated that about 3.4 million inspections were made in fiscal
year 1975. Of these, about 6,000 involved export shipments.

According to USDA, grade standards and inspection
and grading procedures were developed primarily to meet the
needs of the grain industry, particularly the middleman, or
grain merchandiser. Producers, in general, do not avail them-
selves of the inspection and grading service, and processors
tend to supplement the service with their own tests.

Warehouse Act operations

The Warehouse Act authorizes the Secretary of Agriculture
to license, inspect, investigate, and otherwise regulate public
storage warehouses, including grain elevators, that voluntarily
apply for licenses and meet departmental standards. In June
1975, about 1,480 grain elevators were licensed under the act.

The act also provides for licensing persons to inspect,
sample, classify, grade, or weigh grain stored or to be stored
in a licensed elevator. The act, designed to protect grain
depositors, authorizes issuance of warehouse receipts intended
to be generally acceptable to bankers as loan collateral.

The receipts are supported by inspection and weight certificates
issued by warehouse graders and weighers licensed under the
act. The licensed graders and weighers, of which there were
about 7,600 at the time of our review, are usually emplovees



of the licensed elevators but can be employees of a private
agency. Their licenses enable them to perform duties only
at specified licensed elevators. Their inspection certifi-
cates are valid for purposes of the Grain Standards Act only
if they also hold grain inspectors' licenses under that act.

The Warehouse Act is administered by AMS's Transportation
and Warehouse Division, but the daily operations of the ware-
house graders and weighers are not supervised directly by AMS
employees. Each licensed elevator, however, is examined
about twice each year on an unannounced basis. The examiners,
among other things, reconcile the elevator's inventory records
to the guantity and quality of grain on hand.
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CHAPTER 2

PROBLEMS WITH THE NATIONAL
GRAIN INSPECTION SYSTEM

Many serious problems exist in the national grain inspec-
tion system. Although some inspection services have been satis-
factory, the system has been operated through widely dispersed
State and private agencies and trade associations without
effective procedures, controls, or lines of authority.  The
system also has tolerated conflicts of interest between the
grain inspection and grain merchandising operations and has
not been responsive to USDA's limited supervision.

Weaknesses in control have led in recent yvears to exten-
sive criminal abuses involving intentional misgrading of grain,
shortweighing, and use of improperly inspected carriers.
Disclosure of these matters in the world press and in con-
gressional hearings has resulted in an erosion of confidence
in the system, both domestically and internationally. Substan-
tive remedial action will be needed to restore credibility and
achieve the system's intended objectives, namely, the promotion
of orderly grain marketing, the protection of buyers' and sell-
ers' interests, and the building of confidence in the quality
and consistency of U.S. grain in domestic and world markets.

In establishing the national grain inspection system,
the Federal role was conceived as that of overall supervisor
and appeal referee. Actual responsibility for day-to-day
operation of the system in the form of grain sampling, grading,
and inspecting and the issuance of insvection certificates
attesting to the grade of grain was to be carried out by USDA-
designated official inspection agencies. A skeletal force of
Federal supervisors was to insure that the system functioned
in accordance with requirements of the Grain Standards Act and
implementing regulations, including the official U.S. grain
standards.

Recent experience has shown that the inspection system
can function only as well as the designated inspection agen-
cies and the grain trade choose to make it function. Although
increased Federal supervision, more severe penalties, and
more intensive and extensive USDA investigations could contri-
bute to more integrity in system operations, it is not feasible,
in our opinion, to increase Federal supervision to a point
where circumvention of the system by persons so inclined could
be prevented.

The national inspection system requires a high level of

consistency and uniformity in recruiting, training, and super-
vising inspection personnel; objectivity and the avoidance
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of conflicts of interest; a suitable rotation program and
uniform standards of work production for inspectors; uni-
formity” of controls and procedures, particularly in the
case of grain sampling; uniformity, consistency, and accu-
racy in the grading process; and quick and thorough reviews
and investigations of reported discrepancies and abuses.

Appropriate attention to these matters is made extremely
difficult when, as in the existing system, there are over 100
separate agencies to be coordinated. Also, clear and effec-
tive lines of authority and responsibility are difficult

to maintain, and work quality inevitably suffers in such
circumstances.

A further shortcoming in the existing system is that
USDA does not exercise control over the weighing of grain.
Inspection and weighing of grain should be a coordinated
operation, in our view, and both grading and weighing deter-
minations should be shown on the inspection certificates.

The following sections discuss the problems involved in
maintaining integrity in day-to-day inspection operations and
the shortcomings of USDA supervision over those operations.
The discussion focuses on

--conflict-of-interest situations,

--grain sampling,

--grain weighing,

--grain grading,

--duplicative inspections,

--stowage examinations,

~-inspection certificates issued at Great Lakes ports,

--personnel administration, and

--AMS administration and supervision.

We also discuss the Administration's recent proposal
to strengthen the national grain inspection system.

12



NEED TO TIGHTEN RESTRICTIONS ON
CONFLICT-OF-INTEREST SITUATIONS

The Grain Standards Act and AMS requlations prohibit
conflicts of interest on the part of grain inspection person-
nel, but conflicts on the part of grain merchandisers are
either permitted or not specifically prohibited. Also tole-
rated are situations having the appearance of conflicts of
interest. As a result, financial and other relationships
between inspection agencies and those they deal with com-
promise or give the appearance of compromising the indepen-
dence of the existing inspection system. Also USDA investi-
gations and information provided by a grain company have
disclosed numerous situations involving actual or apparent
conflicts of interest.

The act orohibits official inspection personnel, includ-
ing licensees and USDA employees, from having a direct or
indirect financial interest in, being employed by, or accept-
ing gratuities from any business entity which owns or operates
a grain elevator or warehouse or which merchandises grain.

AMS requires that inspection personnel certify that they have
no conflicts of interest when they apply and reapply for a
license. Further, AMS regulations prohibit an official inspec-
tion agency from owning or operating a grain elevator or ware-
house and from engaging in the merchandising of grain or any
other activity, either directly or indirectly, which would
create a conflict-of-interest situation for its employees.

Neither the act nor the regqulations, however, prohibit
grain companies or their officers or emplodYees from having
a direct or indirect financial or other interest in an offi-
cial inspection agency. Also, boards of trade and other
groups in which grain companies hold memberships or influential
positions can be designated as official inspection agencies.
In such cases, conflicts of interest or the appearance of
such conflicts are inherent and inevitable.

According to AMS officials, AMS had never tried to prohibit
such arrangements because the legislative history of the
Grain Standards Act clearly showed that the Congress wanted
to maintain private agencies in the inspection system. Our
review of the legislative history tended to confirm this
view. (See app. V.) Because such situations are permitted
to exist, individuals holding responsible positions in grain
companies have acted as directors or committee members in the
agencies which make inspections for the same grain companies.
Some examples follow.
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-~Four of the seven members of a private inspection
agency's board of directors were officials of
grain companies, three of which were served by the
inspection agency. The grain companies also owned
shares of stock in the agency. The board appointed
the agency's general manager and chief inspector and
set the fees to be charged.

--Six of the seven members of a board of trade's
inspection committee, which set inspection fees,
approved hiring, and handled labor negotiations
for the board's inspection agency, were officials
or employees of grain firms served by the agency.

-=-Seven grain firms were members of a grain exchange
which was designated as an inspection agency. The
agency served all seven firms. Officials of five
of these firms served as directors of the agency
and appointed the agency's chief inspector.

USDA's Office of Investigation, which looked into possible
conflict-of-interest situations, advised us in December 1975
that its investigations, although still in various stages of
reporting or legal review, had disclosed situations similar to
those noted above as well as the following kinds of conditions.

--Three inspection agencies were organized with the
assistance of loans of $10,000 to $30,000 from grain
companies for whom inspections were to be conducted.

-=-0fficers or employees of four inspection agencies
received annual bonuses of $500 to $6,000, supple-
menting regular salaries and, in some instances,
overtime compensation.

--Expenditures by inspection agencies included
entertainment and gratuities for grain company
personnel and USDA employees, and some payments
were related to actual inspection functions.

Also, a grain company disclosed to USDA and the Depart-
ment of Justice that inspection agency personnel or USDA
employees providing inspection services had been given
gratuities, including cash, liquor, meals, tickets to sport-
ing events, and office parties. It also said its personnel
had purchased from an inspection agency grain which had
been drawn for sampling purposes and the proceeds had been
divided among inspection agency personnel. Over a l0-year
period, 17,743 bushels of grain were purchased for $47,523,
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In effect, the grain company was buying back grain which,
according to AMS requlations, belonged to the company.

To be effective, an inspection system must avoid any
appearance of situations that compromise its indevendence.
Under a system which tolerates actual or potential conflict-
of-interest situations, there can be little confidence in the
independence and credibility of those charged with inspection
responsibilities. According to a United States Attorney, who
testified during recent hearings on grain inspection irregu-
larities and problems,

“The fault * * * throughout the system * = *

is in the intimate relationship, the mutuality of
interests, that has developed between the elevator
companies and the inspection agencies, where the
personnel of the inspection agencies, in effect,
feel that they are servicing the elevator. We
have yet to see any real recognition in the private
inspection agency personnel that their lovalty is
to the United States of America. They don't rea-
lize that they are performing a very sensitive

and important governmental function, that is, to
make official inspections. This is a sad thing,

a tragic thing.

“It has never been brought home to them. 1In fact,
they seem, many of them, this is not true of all,
but many of them seem to feel that their lovyalty
is to the elevator. Many of them show a downright
open hostility toward the U.S. Department of
Agriculture."

IMPROVEMENTS NEEDED IN OBTAINING
AND PRESERVING REPRESENTATIVE SAMPLES

Drawing a representative sample from a lot for grading
and making sure that it is not switched or tampered with
are essential to insuring that the grade assigned accurately
describes the sampled lot. Also, because the number of sam-
ples to be drawn depends on the lot size, it is important that
the sampler be aware of all quantities loaded.

Under the present inspection system, maintaining effec-
tive control over the taking and handling of samples is diffi-
cult. AMS must rely largely on the integrity of licensed
personnel and elevator management to execute sampling proce-
dures properly. As discussed beginning on page 18, conditions
at nearly every location we visited compromised the integrity
of the sampling operations. 1In some cases, deceptive practices
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had occurred without the knowledge of licensed inspectors
or AMS supervisors.

Sampling procedures and devices

Samoling, which may be done either manually or by auto-
matic mechanical devices, may occur before, during, or after
loading from or into shipping conveyances. Samples are drawn
at various intervals or at prescribed locations in a lot
or sublot. The size of a lot or sublot may vary but a sublot
cannot exceed 60,000 bushels. The drawn samples are combined
and then divided into homogeneous portions of 1,000 grams
(about 2-1/4 pounds), one of which is examined to determine
the entire lot's or sublot's grade.

AMS regulations require that, for each official grain
inspection, the inspection personnel or agency retain the
sample for a specified period, generally 4 to 90 days,
depending on the type of carrier used for shipping the
grain. Each sample must consist of two portions, one for
designating the grain's grade and the other--an unworked
portlon--for reinspection by a licensed inspector or for
review by AMS durlnq a supervisory visit or if the original
grade designation is appealed. The samples must be kept
in a container and in such mapner as to retain their repre-
sentativeness. They must be protected from manipulation,

substitution, and improper or careless handling.

Minor deviations from prescribed sampling or sample-
handling procedures or deceptive loading practices affecting
the quantities sampled can substantially alter a sample's
representatlveness. Also, after sampllng is completed, like-
graded grain of several lots or sublots is often commingled,
making it impossible to subsequently draw samples to test
the reliability of initially drawn samples.

AMS considers the mechanical diversion type of automatic
sampler to be the most accurate sampling device. This device--
a mechanical arm that sweeps through a free-falling stream
of grain--draws samples automatically at timed intervals,

The most common approved manual sampling device, and the one
usually used to obtain samples from railcars, trucks, and
barges, is a 6- or l2-foot long metal probe, called a trier,
which has several compartments. (See diagram, p. 17.) After
the trier is inserted into the grain being sampled, the
compartments are opened and then closed to obtain grain

from varying levels.

The use of automatic mechanical sampling devices has in-
creased over recent years because they are both less expensive
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to operate and more accurate and reliable, if operated pro-
perly, than manual sampling methods. Manual samplers are
often used, however, to sample incoming rail, truck, or barge
shipments because the results can be obtained before unloading
and can be used in deciding where the grain will be stored.

Sampling or loading practices
affecting integrity of samples

The following examples illustrate weaknesses or
deceptive practices that we and others have observed
in sampling or loading operations.

~=Controls of automatic sampling devices were
sometimes accessible to elevator personnel who
could easily adjust them without attracting the
sampler's attention. If the elevator manage-
ment desired to produce grades higher than the
actual quality of grain sampled, the automatic
sampling devices could be adjusted to operate
either slower when poor-quality grain was being
sampled or faster when good-quality grain was
being sampled. The samples drawn, therefore,
would not be representative of the lot sampled.
At a few locations, the inspectors placed sampling
device controls under seals to prevent access to
them by elevator personnel.

--Elevator personnel could adjust the speed of the
conveyor belt from which samples were drawn to
obtain results similar to those obtained by
adjusting the frequency of the sampling device.

--At several locations, devices existed so that
grain, which was to be loaded aboard vessels
after sampling, instead could be diverted and
returned to storage bins. Such diversions would
not have been within the inspector's view and
would have resulted in the gquantities of grain
loaded being misrepresented. According to AMS
officials, AMS is considering requiring that
automatic sampling devices be placed as close
as possible to the end of the conveyor belts
used to load vessels.

. ==Remote control devices were installed which allowed
the drawing of biased samples or the circumventing of
acceptable sampling practices. For example, at one lo-
cation an electrical device permitted the infusion of
foreign material or low-gquality grain on a conveyor
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belt timed at intervals so as to avoid sampling by the
automatic sampler which functioned at 27-second inter-
vals. Several elevator employees at this location were
indicted and pleaded guilty to charges that low-gua-
lity grain and other matter had been loaded in the

bin closest to the diverter sampler and that the
discharge of material from that bin had been timed

to pass through the sampler between the taking of
samples. At the instruction of the AMS field office,
the insvection agency has assigned a man to inspect
the conveyor belts periodically, to help insure

that grain is not loaded in a manner which prevents
representative sampling.

--In another case, an electrical remote control switch
permitted the operation of a convevor belt to load
grain aboard vessels without being sampled.

--Elevators commonly used two or more conveyor belts to
load export vessels. Separate samples were drawn from
each belt and were combined into one composite sample
used to determine the official grade. The belts,
however, could be emptied either in the same vessel
hold or in separate holds. If emptied into separate
holds, one or more holds could be filled with grain
of a lower quality than that of the composite sample.
This situation would be particularly harmful to a buyer
who received grain exclusively from the hold or holds
containing the lower guality grain.

--Some river barges, with hold depths of about 15 feet,
could be fully loaded by the shipper before being
offered for inspection. Because a l2-foot probe was
used to draw the official samples, it was not possible
to samople the bottom 3-foot laver and, because inspec-
tors generally were not present during loading, there
was no assurance that the bottom layer was of the same
quality as the rest of the lot. Although AMS regula-
tions orovide that certificates be annotated to show
that the bottom was not sampled, this situation pre-
sents the opportunity for deceptive loading.

~-—-AMS has prescribed the 12-foot probe as the manual
sampling method for all hopper~-type railcars. In
transit, grain--esvecially soybeans--could become
compacted at the bottom of the hovper. Inserting
a 1l2-foot probe into the compacted grain requires
extensive strength and effort and samplers often
cannot reach the bottom laver. Also, on two occa-
sions we observed inspvection agency samplers using
6-foot, rather than the required 12-foot, probes,
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=-=~The physical structure of the hopper~-type rail-
car and the prescribed probing pattern prohibits
the drawing of a representative sample, as
illustrated by the following diagram.
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As the diagram illustrates, the samples are
drawn evenly from top to bottom although the
upper vart of each compartment, or bay, holds
more grain than the lower part. Thus, there
is no assurance that a representative sample
will be drawn. Also, the opportunity exists
to bias samples by deceptively loading higher
quality grain in the bottom varts and lower
quality grain in the upper parts of the
compartments.

--AMS prescribes that probe samples be drawn from
boxcars according to predetermined, rather than
random, patterns. Because a shipper may be aware
of the patterns, it is possible to deceptively
load a car, resulting in a biased sample. Also,
by loading the boxcar unevenly or otherwise not
leveling the load, a shipper can impede and dis-
courage proper sampling. A shipper will usually
be requested to level the load but, if he refuses,
the sampler usually tries to draw the best sample
possible under the circumstances.

--Some working conditions can also impede proper
sampling of boxcars. On hot or humid days,
extremely high temperatures inside incoming
boxcars, which arrive sealed, are common. In
addition, railcars may be moved while the samplers
are on or in them. This is extremely dangerous
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and could result in serious injury to the samplers.
Given these difficult working conditions, samplers
may be inclined to comoromise orescribed sampling
procedures.

Other ways in which manually drawn samples can be
biased follow.

--Simultaneous use of two or more loading spouts up
to several hundred feet apart is common. The
sampler is required to sample all spouts, usually
in 5-minute intervals, Elevator personnel are able
to observe the sampler at all times, oroviding an
opportunity to load lower guality grain from the
unattended spouts.

-=The sampler relies on sense of timing to secure
representative samples from each spout. The
samples are combined in equal vortions into
a composite sample for all spouts. By varving
the flow of grain through the spouts, the elevator
can influence the representativeness of the
composite sample.

Weaknesses in handling samples

Controls and practices used in handling and vreserving
samples while awaiting inspection also were sometimes
inadegquate.

--Manually drawn samples were sometimes left unat-
tended or were otherwise subject to inadequate
security. For example, at one location, the
sampler left samples unattended in the waiting
area of the truckers delivering the grain.

--In some cases, sample inspection or storage
rooms were left open and unattended during lunch
periods and after close of business. 1In other
cases, elevator personnel who retained keys
for emergencies had access to samples and
inspection eguipment after close of business,

--Although some elevators had equipment, such as
pneumatic tubes, to automatically transfer drawn
samples to the inspection rooms, at others hand-
carried containers were used to transport samoles.
In one case, badly worn equipment resulted in a
potential loss of sample representativeness. Also,
some containers had holes large enough to allow
leakage of foreign varticles.
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AMS suvervision of samoling

AMS's most common method of supervising sampling opera-
tions is called “over-the-shoulder” supvervision. Its main
objective is to evaluate through observation the competency
of the licensed insvectors or samplers. The observations
should be random, frequent, and unannounced. Past super-
visions, however, covered only a small percentage of sampling
operations, and licensed versonnel and elevator management
generally were aware when they were being observed. For
example, some elevator managers ordered AMS supervisors
to provide notice of their visits, and at some locations,
AMS supervisors wore bright orange coveralls and helmets
and were easily recognized.

Maintaining the supervisors' anonymity during sampling
operations therefore was not highly effective, and AMS
supervisors generally did not otherwise vprovide for effective
supervision of prescribed sampling and sample-handling orac-
tices. AMS officials told us that efforts to prevent deceptive
oractices through increased or tighter supervision were
usually countered by new deceotive practices or variations of
them. The officials said that they cannot achieve a high
degree of reliability in sampling overations through the
existing level of supervision and that supervisory control
would not be effective unless it were on a 100-percent
basis.

To vrevent elevator personnel from being able to
interfere with sampling, better controls are needed over
the movement of grain into, within, and from elevators;
the operations of sampling equioment; and the weighing
operations. Increased use of automatic, rather than manual,
sampling methods and of devices to automatically transfer
drawn samples would provide more accurate sampling and
better control against tampvering with sampnles.

AMS officials told us that AMS had advised export ele-
vators that by May 1, 1976, all grain being loaded for ex-
port is to be samvled only with automatic diverter samoling
devices. They also said long-range plans are to expand the
use of diverter samplers to all official sampling operations.

NEED TO STRENGTHEN CONTROLS AND
SUPERVISION OVER GRAIN WEIGHING

The Grain Standards Act does not authorize AMS to
supervise, or inspection agency versonnel to control, grain
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weighing nor does it orovide that grain weighing be coordi-
nated with sampling. 1In preparing official grading certi-
ficates, the inspectors generally must accept weights
furnished by elevator operators to describe the quantities
of grain inspvected. The inspectors have no means of
indevendently verifying these amounts. Lacking control
over weighing, the insvectors cannot be sure that all
quantities are sampled.

Also, because weighing is not effectively controlled
or supervised, those in the domestic grain industry who must
market commodities on the basis of destination weights and
foreign buyers who must purchase grain on the basis of
weights loaded aboard vessels have not been reasonably
assured that the weights assigned are correct. Our inter-
views with foreign grain buvers and resoonses from country
elevator operators indicated widespread dissatisfaction
with the weights assigned to grain shipments. Recent
Federal investigations have disclosed many cases of improper
weighing.

Under the U.S. Warehouse Act, AMS's Transportation and
Warehouse Division licenses persons to weigh inbound and out-
bound grain at grain elevators which are voluntarily licensed
and requlated under the act. About 17 vercent of U.S. grain
elevators, representing about 40 percent of the commercial
grain elevator space in this country, are licensed. The
weighers, who are licensed after being tested for basic com-
petency in weighing, are usually elevator employees but can
be employees of independent agencies, including those desig-
nated as inspection agencies under the Grain Standards Act.
The Transportation and Warehouse Division examines each
elevator's inventory records about twice a year on the
average, but it does not control or supervise the weighers'
operations.

Although there is no Federal control or supervision
of weighing, some non-Federal supervision is provided
at most terminal centers under an independent system
established by the Association of American Railroads, to
insure accurate weights. A terminal center may include
one or more elevators. The supervision is generally provided
by a State or private agency which, in manvy cases, is the
inspection agency designated for the area under the Grain
Standards Act. The independent supervisors observe the
operation of scales, test shipping or transfer conveyances
for leaks, and checktest conveyances ard scales to see that
they are completely empty after each transaction.
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The extent of such surervision is based generally on
which classification is selected by the elevators in a ter=-
minal center. Such selection is subject to approval by the
Association. Terminal centers may be designated as class 1,
which specifies 100-percent suvervision: class 2, which spveci
fies supervision of a revresentative number, usuallv at least
25 vercent, of the weighinas: or class 3, which snecifies
little or no supervision. The number of terminal centers
in each classification as of January 1975 follows.

Class 1 Class 2 Class 3

Terminal State Private State Private Private
center agency agency agency adgency agency Total
Export 9 3 2 26 1 41
Inland 44 3 ] 183 1 238
Total 53 8 7 209 2 279

The supervision provided under this system, however,
was not always sufficient to make sure that all grain
was properly weighed and that representative samples were
obtained for insvection. For example:

-=-0Only one individual was usually available at each
class 2 elevator. His responsibilities ‘included weight
supervision of both incoming and outgoing shipments and
inspection of arriving railcars and various grain
movement operations through elevator facilities.

--The supervisors could not control the ohysical move-
ment of grain in the elevators well enough to insure
that all incoming grain was weighed or that all out-
going grain, once weighed, was loaded aboard the
appointed conveyance. Some elevators had bypass
ductwork or movable ductwork, sometimes remotely
controlled, which allowed elevator versonnel
to shortweigh without detection by the indevendent
supervisors.

--Most scales at terminal elevators provided either
a printed scale ticket or, in the case of newer
electronic scales, a orintout for each weighing.
During the supervisors' absence, various means
were possible for manipulating scale calibrations.
Scale components were sometimes left unsealed,
and facsimiles of scale orintouts showing erroneous
weights could be easily vprepared.
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Recent USDA and FBI investigations have disclosed that
grain was shortweighed at some ports where weighing was
independently suvervised. This was done by such means as

--manipulating scales immediately before loading
to cause them to register incorrect weights;

--representing that grain had been removed from
storage bins, weighed, and loaded aboard ship
when, in fact, the grain had been diverted back
to the storage bins; and

~--manually altering the official weight tave to
indicate weights of grain which was not loaded.

In one case, the investigations disclosed that it was
company policy to shortweigh outbound ships as they were
loaded. Also, at one elevator, 100 pounds was frequently de-
ducted in weighing the contents of arriving railcars. From
August 1974 through December 1975, 21 individuals pleaded
or were found quilty of improper weighing overations.

Other information we obtained indicated that weighing
irreqularities may be even more widespread. Many foreign
buyers we interviewed alleged that weights of U.S. grain
shipments were regularly lower than the weights they paid
for. Some indicated an inclination to buy grain elsewhere
because of distrust in the accuracy of the weight of U.S.
grain. Several furnished data on alleged shortages.

(See ch. 3.)

When we asked country elevator operators from four
States--Illinois, Iowa, Kansas, and North Dakota--about
selling grain on the basis of weight and grade determined
at destination, 339, or 41 percent, of the 829 who responded
indicated they were dissatisfied with weights and grades
assigned at shipping destinations. Of these, 156 operators
specifically identified dissatisfaction with assigned weights.
Further, many country elevators have indicated an unwilling-
ness to market grain at certain locations where they suspect
their grain is erroneously weighed.

Some analyses have indicated that weights at destina-
tions frequently are less than the shipoers' weights. For
example, the following analyses, based on data provided by
terminal elevators, show differences between origin and
destination weights for 514 barge shipments of grain to a
Gulf port in April and May 1975 and for 242 rail shipments
of wheat to several inland and Gulf port locations during
July and August 1975.
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Differences between origin and destination weights
generally can be explained by such factors as minor scale
imperfections; loss in transit, such as thefts or leaking
railcar doors; failure to fully unload and weigh grain from
railcars; inadvertent errors in balancing or reading scales;
Minor differences are usually

or deliberate shortweighing.

disregarded by the parties involved.

However, differences

often involve quantities that cannot be explained or easily
disregarded. 1In the cases analyzed above, many of the indi-
vidual weight differences were nominal; collectively, how-
ever, the net of shortages over overages during these 2-month

periods totaled nearly 200,000 bushels.

To efféctively control grain inspections and to enhance
the marketability of grain both domestically and abroad, con-
trol and supervision of grain weighing should, in our opinion,
be coordinated with the responsibility for inspecting grain.
USDA officials agreed with the need for such coordination at

port elevators.

NEED FOR IMPROVED UNIFORMITY AND

ACCURACY IN GRAIN GRADING

Improvements are needed in the accuracy and uniformity

of grades assigned to sampled grain.

In regrading samples

previously graded by licensed inspectors during fiscal year
1975, AMS supervisors found incorrect grades on the average
of between 10 and 20 percent of the time and, at some loca-
tions, ranging to over 30 percent of the time. For those
people, including country elevator operators and foreign
buyers, who must rely on grades as a basis for settling
large-dollar-value transactions, this rate of inaccuracy
does not offer a reasonable degree of reliability.
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Grading grain requires close scrutiny of individual
grain kernels and delicate judgments by insoectors of the
kernels' characteristics and the extent of any defects. A
difference of a small fraction of a percent in any factor
can affect the accuracy of the numerical grade and therefore
the value of a specific lot. Attaining a high degree of accu-
racy and uniformity in grading depends somewhat on refining
grain standards and improving grading technology. Progress
on these matters, which are discussed in chapter 4, has
been slow. Until refinements enable quality to be measured
through mechanical or more scientific methods, improving
the inspectors' capability to uniformly recognize and describe
quality characteristics is essential.

AMS supervisors evaluate the licensed inspectors' grad-
ing work when making appeal inspections or during supervisory
visits. The evaluations may involve regrading samples drawn
by licensed personnel or grading new samples independently
drawn by the AMS supervisors.

During fiscal year 1975, AMS supervisors' appeal insvec-
tions showed that about 20 vercent of the grades determined
by the licensed inspectors were incorrect. During superviscry
evaluations, the AMS supervisors found an error rate of about
10 percent. Error rates on appeal inspections generally tend
to be higher because, in many cases, the initial results are
borderline and the reguestor may suspect an error. The error
rates found during supervisory evaluations, however, may
be lower because licensed inspectors sometimes select the
samples to be regraded and thus have an opportunity to
select those they believe to be free of errors.

As shown in the following table, error rates in some
AMS field office circuits were extremely high.

Error rates found during Error rates found during
appeal inspections (note a) supervision {note b)
Evaluated Found Error Evaluated Found Error

by AMS incorrect rate by AMS incorrect rate

Beaumont, Tex. 234 34 15% 916 67 7%
Des Moines, Iowa 304 70 23 1,731 295 17
puluth, Minn. 5,255 1,784 34 757 79 10
Grand Forks, N.Dak. 23 7 30 373 90 24
Houston, Tex. 1,439 143 10 2,009 167 8
Minneapolis, Minn. 2,304 791 34 331 49 15
New Orleans, La. 2,174 556 26 3,085 329 11
Peoria, Ill. 801 149 19 194 29 15
Philadelphia, Pa. 53 2 4 1,076 67 6
Portland, Oreg. 352 80 23 (c) {c) {c)
Seattle, Wash. 50 14 28 3,813 112 3
St. Louis, Mo. 686 119 17 {c) {c) (c)

a/ Data obtained for all appeal inspections during fiscal year 1975.

b/ Data obtained for all or a representative portion of supervisory
evaluations in fiscal year 1975.

¢/ Data not obtained.
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During fiscal year 1975, AMS regraded grain covered by
about 960,000 official certificates issued by licensed inspec-
tors, including about 29,500 appeal inspections. These re-
views represented about 2.6 percent of the estimated 3.4
million total inspections. Much more supervisory regrading
by AMS would seem to have been warranted, particularly
in view of the high error rates. 1In contrast, Canadian
officials told us that, under their grain inspection system
(see app. VI for a brief description), about one of every
six samples, or about 17 percent, is supervised. Moreover,
this supervision occurs immediately after the original
grading. Two advantages of this system are that (1) dif=-
ferences can be immediately called to the original grader's
attention so that he can reexamine his own work and thus
minimize similar errors in the future and (2) the error
. can be corrected before the inspection certificate is pre-
pared and released.

The latter advantage is particularly important. AMS su-
pervisors generally regrade samples or lots several days after
the initial inspections, when the inspection certificates
have already been released. For each avopeal inspection, AMS
issues a new certificate which supersedes the original certi-~
ficate. 1In other cases, however, certificates which inspec-
tion agencies have released are not corrected if AMS discovers
errors. The Grain Standards Act, which limits tg licensed
inspectors the authority to make original inspections within
- the United States, precludes AMS from correcting original
certificates prepared by licensed inspectors except in
the case of appeals.

Because not all AMS-discovered errors have been corrected,
thousands of settlements may have been made on the basis of
erroneous official grades. Following are a few examples of
uncorrected original certificates for wheat.

Certifi- Grade

Quantity cate determined Shipment
Location (bushels) grade by AMS type
Channelview, Tex. 488,266 No. 2 No., 3 Export vessel
Channelview, Tex. 60,000 No. 2 Sample Export vessel
grade
Corpus Christi, Tex. 120,000 No. 2 No. 3 Export vessel
Superior, Wis. 200,000 No. 2 No. 3 Export vessel
Minneapolis, Minn. 50,770 No. 2 No. 3 Outbound barge
Duluth, Minn. 1,467 No. 3 No. 1 Inbound rail
Portland, Oreg. 3,000 No. 4 No, 2 Inbound rail
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Grain merchandisers are often critical of the lack of
grading uniformity among inspection agencies. Considering
that large volumes of grain may be purchased and sold at
different locations where different agencies are responsible
for grading, the merchandisers' concern for uniform grading
practices 1is apparent.

AMS generally did not use available data for comparing
grading results of various inspection agencies, although
such comparisons would have been useful in identifying
dissimilar grading practices. Some grain merchandisers’
analyses, such as the following analyses of rail and barge
shipments of grain from various Midwest locations to various
Gulf port elevators, have shown a high variation rate.

Rail Barge
shipments shipments

Number analyzed 101 519

Comparison of numerical grades assigned
by origin and destination agencies

Number agreed 40 252
Number disagreed el 267
Origin grades higher 29 253
Destination grades higher 32 14
Grading factor(s) differing:
Test weight or moisture 1 10
Damaged kernel 11 34
Broken corn and/or foreign
material 49 228

The cause or causes of the above variations were not iden-
tified; they could, however, be attributable to any of several
possibilities.

--Variations in sampling methods.

--Deterioration of grain during loading or unloading
or while in transit. (Such deterioration is common,
particularly for overdry corn, as discussed in
ch. 4.)

-~Bias by licensed inspector at either origin or
destination.
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--Variations in grading methods or interoretations of
standards.

Because of the various vossibilities and the difficulty
in ascribing variations to any particular cause, analyses such
as those above are relatively inconclusive. To grain merchan-
disers, however, frequent grading variations and the uncer-
tainty about their causes vpresent a considerable concern.
Country elevator operators have also expressed such concern.
As discussed in the oreceding section, 41 percent of the
respondents to a mail survey of operators in four States
indicated dissatisfaction with the destination weights and
grades their grain received.

Until accuracy is substantially improved, additional
supervision should be provided, particularly where high error
rates have been found. AMS supervision would have been more
effective if done on an unannounced and random basis and if
inspectors had not been allowed to select the samples or lots
to be regraded. Regrading should be done as soon after the
original grading as possible so that inspectors can correct
any errors before certificates are released.

In October 1975, the Congress appropriated $5 million for
AMS to hire additional supervisory personnel. (See p. 41.)
When hired and trained, these additional personnel should en-
able AMS to substantially increase its supervisory activities.

DUPLICATIVE INSPECTIONS
UNDER PRESENT SYSTEM

Under the present two-level inspvection system, individual
lots of grain are often inspected several times. 1In some
cases, the inspections are made concurrently, so all sampling
and grading procedures are duplicated. Also, superseded
inspection certificates from preceding inspections are
not always recovered.

Under the act and AMS regulations, an interested person
may request

--an original inspection at either or both origin
and destination;

--one or more succeeding original inspections
when a later or more current inspection of the
same scove as the oreceding original insvection
is desired in the same designated inspection
area on the same lot of grain;
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--a reinspection on any original or succeeding original
inspection;

--an appeal inspection on anv original inspection,
succeeding original insvection, or reinspection; or

--a review of an appeal insvection by the AMS Grain
Division's Board of Appeals and Review.

Original inspections, succeeding original inspections, and
reinspections are made by licensed insvectors or, in the case
of U.S. grain in Canadian ports, by AMS insvectors. Appeal
inspections are made by AMS suvervisors or, in the case

of U.S. grain in Canadian vorts, by the Board of Appeals
and Review.

The opportunity to request that inspections be reveated
is intended to protect the parties to a transaction. Under
the present inspection system, where there is much concern
about the accuracy of licensed inspectors' determinations,
such an opportunity is warranted. Frequently, however,
exercise of these ovbtions causes duplication and inefficiency.

AMS records showed that licensed inspectors made about
18,000 reinspections and that AMS made about 29,500 apveal
inspections in fiscal year 1975. The records did not show,
however, the number of succeeding original inspections
or the number of inspections that may have been repeated
on individual grain lots.

Our analysis of individual inspection certificates dis-
closed some examples of repetitive insvections on individual
lots. For example, a barge containing about 56,000 bushels
of wheat was insvected at one location 10 times over a
7-day period--5 times by a licensed inspector and 5 times
by an AMS supervisor. Each original and apveal inspec-
tion series was requested by the seller and, except for the
last, showed that the grain contained an excessive guantitv
of garlic bulbs, an undesirable quality for which price
discounts apply. 1In this case and in others we noted, it
seemed obvious that multiple inspections were requested
in the hope that one would eventually yield the desired
results.

In some cases, grain buyers routinely requested rein-
spections or avveal inspections on each shipment. Such
requests generally must show the reason for the request
stated in terms of the factor or factors in question. If
filed in advance, however, the reason need not be shown.
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When a request for an appeal inspection is filed in
advance, AMS generally makes its insvection concurrent with
the original inspection. In this case the AMS inspector must
duplicate all sampling and grading orocedures of the licensed
inspector. Although the licensed inspector's results are
always suverseded by those of the AMS insvector, the licensed
inspector must inspect the grain because the Grain Standards
Act does not authorize AMS to make original inswmections,
except at Canadian ports.

The official certificate for each succeeding original
inspection, reinspection, and appeal inspection suversedes
the certificate from the preceding inspection. AMS regulations
provide that certain precautions be taken to prevent fraudulent
or unauthorized use of a suverseded certificate. Generally,
the original certificate is to be surrendered and marked
"Void" before a new one is issued.

At one AMS field office, however, records available on
102 cases in which new certificates had been issued after
appeal inspections on barge shipments from March 27 through
July 25, 1975, showed that none of the original certificates
had been surrendered. At another field office, a selection
of 98 appeal certificates issued in fiscal year 1975 on truck
and rail shipments showed that, in nearly half the cases,
the original certificates had not been surrendered.

Although we did not observe any misuse of superseded
certificates, the reguirement that orecautions be taken
to prevent their fraudulent or unauthorized use does not
seem to have been effectively followed at these field offices.
Field office personnel said that they had no procedures
to follow up on superseded certificates that were not sur-
rendered and that they often encountered problems in trying
to locate holders of suverseded certificates.

Some provision for repeat inspections is necessary,
particularly when, as under the present two-level inspection
system, there is much concern about the accuracy and relia-
bility of initial grading determinations. However, allowing
an unlimited number of repeat inspections, making concurrent
inspections, and not requiring that a specific reason be
given for each request for a repeat insvection seem unreason-
able. Each request increases the workload of either or both
licensed insvectors and AMS supervisors. Improving the
accuracy and reliability of initial inspections could vrovide
increased confidence in their results and reduce the number of
requests for repeat inspections. Also, the provision that
superseded certificates be surrendered when repeat inspections
are requested needs more stringent enforcement.
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PROBLEMS WITH STOWAGE EXAMINATIONS

No matter how clean grain may be when loaded aboard a
vessel, it can become contaminated or deteriorate in quality
if the storage svace is wet, dirty, or insect or vermin
infested or contains residues from previous cargoes,
such as petroleum or toxic materials. Examinations
by licensed versonnel of the suitability of stowage
space on vessels to receive grain for exvort have sometimes
been deficient. In some cases, licensed versonnel have
been bribed to falsely certify to the condition of
stowage spaces. In other cases, licensed personnel have
been negligent in carrying out their responsibilities.

AMS did not issue written instructions to provide
for uniformity in making stowage examinations until July
1975. 1Its supervision of stowage examinations in some
locations has not been as extensive as error rates
seem to warrant.

To lessen the potential for contaminated grain, AMS
regulations require stowage examinations for export grain
and other lots of grain which are inspected at the time of
loading into a conveyance. Licensed versonnel are to
visually examine the identified stowage space or other
container that will be used for the grain. The examina-
tion is made to detect the presence of insects, vermin,
moisture, foreign material, loose rust, residue from
a previous cargo, commercially objectionable odor, or
other conditions that could contaminate the grain or
lower its quality. A certificate stating that the
stowage space has been examined and found to be ready
for loading is to be issued only after all deficiencies
have been corrected.

The inspections usually can be made quickly and do not
interfere with loading operations unless deficiencies
are found. Corrections of deficiencies can sometimes delay
loading for several days, and the cost of the delay plus the
cost of fumigating or cleaning to correct the deficiencies
is usually high. 1In some cases, bribes have been offered
to try to avoid such delays. As a result of investigations
at Gulf ports during 1974 and 1975, six licensed personnel
were found guilty of or pleaded gquilty to charges of falsely
certifying to stowage conditions. The charges included
accepting bribes ranging up to $3,500 each from ships'
officers or agents. Two individuals and one firm were found
guilty of bribery.
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AMS supervision of stowage examinations in some Ffield
office circuits has not been as extensive as conditions
seém to warrant. In the Houston field office circuit, only
71 of 1,173 stowage examinations were suvervised during fiscal
year 1975 although in 7, or 10 vercent, of the 71 cases the
supervisors found that the shivs' stowage spvaces were not
ready to receive grain as had been certified. No official
corrective actions were taken in these cases. According
to a field office official, the insvection agency's chief
inspector normally is notified that his inspector has passed
an unfit ship and the inspector is advised to be more care-
ful in the future.

At some locations, we accompanied AMS supervisors during
supervisions of stowage examinations. One supervisor on
August 4, 1975, found rust and live insects in five of the
six holds of a ship waiting to be loaded with grain. A
licensed inspector's prior examinations of the ship's holds
on July 24 and of one hold earlier on August 4, had failed
to disclose these conditions. Several days elavsed while the
holds were repeatedly fumigated--six times in the case of
one hold-~to destroy the insects. The AMS suvervisor con-
cluded that the inspector had been negligent and issued him
a corrective action report, an administrative action pre-
scribed for less serious irreqularities. (See p. 45.)

Although AMS regqulations implementing the 1968 amendments
to the Grain Standards Act require that stowage examina-
tions be made by official inspection personnel, it was not
until November 1974 that AMS required inspectors to satis-
factorily pass examinations for competency and to be speci-
fically licensed to make stowage examinations. Also, AMS
did not issue written instructions on stowage examination
procedures and standards of cleanliness until July 1975.
This followed a May 1973 revort by USDA's Office of Audit
which pointed out that, without formalized instructions,
then-existing orocedures were causing confusion and nonuni-
formity in stowage examinations.

The new instructions, however, are somewhat general
about such matters as insvection agency and AMS field office
responsibilities, verformance reguirements, and supervision
of inspectors, and have not eliminated all confusion and
nonuniformity. For example:

--Although the instructions provide that stowage ex-
aminations apply to water~borne vessels, the examina-
tions of lake vessels at Great Lakes insvection
points consisted of deck-level observations of the
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holds rather than the more comprehensive in-hold
inspections given oceangoing vessels,

==The instructions do not cover ships loaded at Canadian
transfer elevators (see next section) or oceangoing ves-
sels which are partially loaded at a Great Lakes port
and then fully loaded at a Canadian transfer elevator.

-=Although the instructions indicate that AMS super-
visory and appeal stowage examinations are generally
to be made on a followup basis, AMS supervisors at
one field office always accompanied the licensed
inspectors when supervising or making appeal examina-
tions. At another office, some appeal examinations
were made before the licensed inspectors made their
examinations. 1In one case, the licensed inspector
used the results of the appeal inspection as his own.

--The instructions do not adequately set forth the physi-
cal qualifications or minimum training needed for
making stowage examinations or describe what admini-
strative or other action should be taken when a
licensed inspector has improperly certified to
stowage conditions.

The instructions need to be revised to eliminate confusion
and provide increased uniformity in making stowage examinations.

QUESTIONABLE USE OF OFFICIAL INSPECTION
CERTIFICATES FROM GREAT LAKES PORTS

Although the Grain Standards Act requires that all grain
sold for export by grade be officially inspected, this require-
ment is not effectively observed for U.S. grain which is
inspected and loaded into lake vessels at Great Lakes ports
and then is unloaded and stored in Canadian transfer elevators
before being reloaded aboard oceangoing vessels for export.
Under the act, AMS is authorized to provide any or all
inspection services at the transfer elevators but such
services must be requested. Unless requested by the exporter
or foreign buyer, the transshipped grain is not regraded when
it is reloaded for export and is delivered under the original
inspection certificate, known as a western grade certificate,

The certificate shows the date and place of inspection
and the name of the lake vessel into which the grain was
originally loaded and states that it “may not represent the
grade, quality, or condition at a subsequent date or place.®
It does not, however, otherwise indicate that the grain
was transshipped. According to one exporter, grain sold on
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the basis of western grade certificates is usually sold at
a discount.

According to an AMS official, western grades may be used
for transshipments if the identity of the grain has been
preserved in the transfer elevator. In many cases, however,
such grain is commingled at the transfer elevator or in the
export vessel with grain from other lots and loses its identity.
Some samples of transshipped grain, inspected at our request,
showed that the grain was of a much lower quality than the
original certificates showed. Although transshipped grain
may sell at a discount, we question the appropriateness of
using a certificate showing official inspection results which
may no longer apply.

We asked an AMS inspector to grade four samples from
two transfer elevators. The samples represented about 3
million bushels of transshipped corn, which the western
grade certificates showed as number 3 grade corn. The samples
had been drawn at the request of the foreign buyer and were
found to be in compliance with U.S. standards related to
insect infestation--the only factor for which the foreign
buyer had requested inspection.

To qgualify as number 3 grade, corn should contain not
more than ¢ percent of broken corn and foreign material
(BCFM). The grading results, however, showed BCFM content
in the samples of 7.3, 13.1, 15.8, and 16.2 percent, each
of which represented sample grade rather than number 3 grade
corn. According to the AMS inspector, some increase in BCFM
could have ‘resulted from unloading, handling, and reloading
the corn at the transfer elevator, but such large increases
were unlikely. One exporter told us it was normal practice
to clean (screen) some corn at transfer elevators to reduce
BCFM content. The AMS inspector said he had been told the
cleaned corn would be sold in Canada while the screenings would
be blended with western grade shipments.

In a July 1975 internal AMS memorandum, the inspector
said his office's checks of many western grade cargoes showed
that BCFM usually ranged from 10 to 25 percent. He said that,
if USDA wanted to stop the misuse of western grade certificates
in Canada, all certificates on lake vessel-carried grain would
have to be marked “not valid for transshipment” and inspec-
tion and grading would have to be mandatory.

In January 1976, AMS officials told us that they knew of
abuses in the use of western grade certificates and that they
were amending AMS regulations to make western grade certificates
invalid for transshipped grain.
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PROBLEMS IN IMPROVING
PERSONNEL ADMINISTRATION

The involvement in the inspection system of over 100
inspection agencies, some providing inspection services to
only 1 or 2 elevators, leads to a lack of uniformity in
recruiting and training, uneven distribution of workloads,
and limited opportunities for rotating personnel between
assignments., Because grain may move over long distances and
between markets, uniform application of grain standards,
although difficult, is extremely important. Frequently,
however, lack of uniformity between origin and destination
grading has led to disputes between buyers and sellers and
to distrust in the integrity of the inspection system.

AMS officials said that they recognized the need for
improvement in personnel administration bhut that it was not
possible under the present inspection system.

Personnel recruitment

According to AMS regulations, license applicants must
meet certain criteria relating to education, experience,
and competency. However, there are no programwide require-
ments related specifically to hiring new employees who may
carry out inspection-related duties for long periods before
being deemed ready to apply for inspectors' licenses.

Some State-operated inspection agencies follow State
civil service requirements for recruiting new personnel. AMS,
however, has little knowledge of personnel practices or em-
ployment requirements used by private and board of trade
inspection agencies. The capability and integrity of the
inspection system would be enhanced by the development of
a personnel management system and modern personnel concepts
to insure the hiring of an adequate nunber of well-qualified
and reliable personnel.

Training

The potential for more uniform grain sampling and grading
would be increased if all inspection personnel received the
same training and if more extensive training were provided.
According to AMS requlations, designated inspection agencies
have primary responsibility for training their personnel. For
this reason and because they might be criticized if AMS-trained
personnel were later found deficient, some AMS field offices
were reluctant to provide or assist in the initial training of
inspection agency personnel. Further, AMS had not developed
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any standardized training program or curriculum for the insovec-
tien agencies to follow. The agencies relied mainly on on~the-
job training which generally extended over a minimum of 1 to

2 years before the employees applied for inspectors' licenses.
Also, there was little evidence of more extensive, classroom-
type training.

A standardized training program would increase assurance
that proper and uniform inspection procedures would be taught
to all inspection personnel. 2Also, more extensive training,
particularly classroom-type training, seems necessary in view
of the importance of precise representative sampling and the
delicate judgments required for grading.

Workload distribution

Obtaining uniform inspection results was complicated
when, due to seasonal or other periodic workload fluctuations,
individual inspectors were burdened with heavy workloads.
Prompt completion of inspections on a timely basis is ex~-
tremely critical because any backlogs can delay elevator
operations.

In some situations involving heavy workloads, inspectors
did not allow enough time to properly conduct inspections.
For example, at one agency visited, an inspector at one loca-
tion made 116 inspections during 1 day and, according to the
AMS supervisor, did not complete all required grading steps.
In another case, records showed that one agency's inspectors
averaged 100 inspections a day over a l-month period. Although
AMS has not' developed gquidelines on maximum inspection work-
loads, AMS officials said it was questionable whether proper
inspections could have been made in the above circumstances.

Personnel rotation

Distributing inspection responsibilities among many
separate agencies, some of which provide inspection services
to only one or two elevators, greatly limits the opportunities
for rotating personnel between assignments. Personnel rota-
tion, to help prevent a buildup of conflicting interests
and preserve an independent attitude, is a basic control
measure in any inspection activity.

Personnel assigned to a single elevator for long

periods can become susceptible to loss or compromise of
independence in a variety of ways. For example,
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--working alongside elevator employees and management
for long periods may tend to develop relationships
and attitudes favorable to elevator interests or

--personnel on extended assignments can become easy
prey for special gratuities or even bribes.

-Many smaller agencies' opvortunities for rotating
inspectors are limited. Of the 26 designated agencies
inspecting export shipments, 17 made inspections at only
1 or 2 elevators and therefore had little or no oppor-
tunity for rotating inspectors. Some licensed inspectors
have remained at a single elevator as long as 15 vears.

LIMITED EFFECTIVENESS OF AMS
ADMINISTRATION AND SUPERVISION

The effectiveness of AMS's administration and supervi-
sion of the grain inspection system has been limited not
only because the system has been designed and overated
essentially to facilitate grain marketing but also because
AMS has not

--had an adequate number of personnel to carry out
its heavy workload responsibilities,

--taken aggressive action to correct all identified
weaknesses or to determine the extent of indicated
weaknesses, or

--established specific criteria on whether and what
actions should be taken when grading, sampling,
or other inspection irregqularities occur.

Field office supervision

In addition to the conditions which complicated effec-
tive supervision of sampling and grading operations (see
pp. 22 and 27), the field offices' ability to vroperly super-
vise the designated agencies' activities was hampered due to
shortages of supervisory personnel and the large volume of
other assigned activities.

As of July 1975, 223 Grain Division personnel assigned to
AMS field offices were responsible for supervising the work of
about 2,655 licensed inspectors, samplers, and technicians.
On the average in fiscal year 1975, only about 40 percent of
their time--an equivalent of about 88 staff-years--was devoted
to such supervision. The rest was spent making original in-
spections of processed grain commodities under the Agricultural
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Marketing Act of 1946, as amended (7 U.S.C. 1621); responding
to appeals for grain inspections; and carrying out indirect
and miscellaneous activities.

AMS field offices generally gave a higher priority to
services other than supervision of licensed personnel. To a
large extent, these other services were provided in conjunc-
tion with loading or unloading transport conveyances, the de-
lay of which could create costly oroduction shutdowns or de-
lays. 1In contrast, supervision did not directly involve
production activities and could more easily be deferred without
causing such interference. In addition, AMS assessed fees
or hourly labor charges to cover the costs of processed
commodity and appeal inspections while it earned no income
for supervision activities.,

In some AMS field office circuits, nonsupervision activi-
ties consumed a large portion of the supervisors' available
time. 1In the Houston circuit, where about 13 percent of all
export inspections were handled, 84 percent of the fiscal vear
1975 staff time was devoted to inspecting rice and other com-
modities under the Agricultural Marketing Act or to making
appeal inspections; only 16 percent was spent supervising
licensed personnel. Other field offices which used less than
30 percent of their available staff time in fiscal year 1975
for supervision activities included Fort Worth, Texas; Kansas
City, Missouri; Mobile, Alabama; New Orleans, Loulslana, Peoria,
Illinois; and Wichita, Kansas.

AMS personnel believed that, on occasion, grain firms
had requested appeal inspections on railcars or barges to
purposely overload AMS supervisors and reduce their availabi-
lity to supervise inspections of grain being exported. A li-
censed inspector said that this was the case at an elevator
where he had previously inspected grain.

Although the grain inspection workload greatly increased
beginning in fiscal year 1973, the number of AMS field super-
visors remained relatively unchanged from 1968 until January
1976. During fiscal years 1973-75, the number of grain
inspections averaged 3.7 million a year--an increase of
about 35 percent over the annual average for the prior
5 years. Other workload activities also increased substan-
tially. For example, during fiscal years 1973-75, the
average annual number of appeal inspections increased by
44 percent over the annual average for the prior 5 vears.

Since 1968, AMS has twice initiated budget requests for

funds to increase its supervisory staff: by 12 for fiscal
year 1969 and by 14 for fiscal year 1976. Both requests were
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deleted during the budget review process. Even if retained,
these requests would have provided for only a minor increase.

In October 1975, after weaknesses in the inspection system
had been publicized, the Congress included $5 million in USDA's
fiscal year 1976 appropriations for AMS to employ about 200
additional supervisory personnel to improve and strengthen
existing inspection procedures. 1In January 1976, AMS officials
told us that 65 persons had been hired and they hoped to
have all the additional persons hired by March 15, 1976.

Action on internal USDA reports

During recent years, several internal USDA reports, in-
cluding AMS employees' memorandums, identified potential or
existing weaknesses in the grain inspection system. Although
these reports contained no outright evidence of unlawful
or fraudulent practices, they pointed out both foreign buyers'
problems with the quality of U.S. grain and certain deficiencies
and weaknesses in grain inspection procedures, practices, and
regulations. AMS corrected some deficiencies but others
continued. Also, aggressive action was not taken to determine
the extent of some of the system weaknesses which were being
disclosed so that appropriate action could be devised.

Two of the more important reports were a 1969 trip
report by J. A. Browning, Chairman of the Grain Division's
Board of Appeals and Review, on his trip to the United
Kingdom and Western Europe (Browning report) and a 1973 Office
of Audit report on the grain inspection program.

1969 Browning report

Mr. Browning's February 1969 trip report to the then Chief
of the Grain Division's Inspection Brdnch discussed problems,
such as excessive moisture and BCFM in corn shipments, which
are similar to problems being voiced by foreign buyers today.
(See ch. 3.) He reported foreign buyers' allegations that
the U.S. inspection system was subject to bribery and fraud
and their suggestions that penalties for misconduct be
increased. He cited the growing competition to U.S. grain
in European countries and said he could not stress too strongly
the part that good inspection practices, constant supervision,
and quality control must play in helping the United States
retain the overseas grain market.
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The report concluded that

--research should be done on (1) loading methods to
prevent stratification of whole and broken corn in
carriers, (2) unloading methods to eliminate further
breakage, and (3) development of more resistance to
cracking in U.S. corn varieties;

--educational work should be done to eliminate the mis-
conception promoted by importers of U.S. grain that
the inspection certificates issued at U.S. export
points evidence the guality of corn the importers
are delivering to their customers;

--exporters, knowing the fragile condition of corn,
should load well within the BCFM limit allowed
for the grade being shipped rather than loading the
maximum limit;

--the Grain Division should make "doubly sure" that
there is no (1) bribery of inspectors, (2) falsifica-
tion of inspection certificates, (3) misgrading of
grain, or (4) improper sampling; and

--the Grain Division should have the personnel and funds
needed to supervise and keep under surveillance weekend
and night loading of grain at export points (which
the report did not identify) where foreign complaints
indicated loading of lower grade grain than that
indicated on the inspection certificates.

Although the report contained serious allegations and
indicated a number of potential problems, we were unable to
determine the specific actions, if any, that AMS had taken to
follow up on the allegations or to determine the extent of the
problems. The former Chief of the Inspection Branch told us
that travelers before, during, and after the Browning visit
had made similar recommendations, all of which were considered
in writing the regulations implementing the 1968 amendments
to the Grain Standards Act. He said, however, that it would
be difficult to pinpoint the specific action taken in response
to any particular recommendation.

1973 Office of Audit report

In a May 1973 report to the AMS Administrator, USDA's
Office of Audit identified deficiencies in grain inspection
procedures, practices, and regulations. The report was
based on a nationwide audit of the grain inspection program.
Following are some of the deficiencies reported.
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-—-The amount of training, testing, and supervision oro-
vided to new samolers was left to the AMS suvervisors'
discretion. Most new samplers were not tested for
competency before licensing and were not remmired
to pvass a formal test until thev avvlied for license
renewal after working 3 years. Instructions and
guidelines were needed for licensing and suvervis-
ing samplers.

--At some insvection voints, sampling equipment and
samples were accessible to elevator versonnel and
others. At one location, blank official inspec-
tion certificates were left in an open, unattended
cabinet.

~-At various insvection voints, different procedures
were used in the sampling and grading of grain being
loaded from more than one convevor belt or other
source. In some cases, grain from each conveyor belt
or other source was being samoled and graded separate-
ly; in other cases, such samples were combined and
graded as one sample.

--AMS supervisors and licensed inspectors sometimes
used unaoproved shortcuts by (1) grading smaller
samples than required by existing instructions or (2)
not grading a second portion of a sample when the
grade was determined on a narrow margin or when the
results were just under the grade limit.

~--The Grain Division did not have a system for oromnt
decisions on such matters as proposed instructions,
amendments to requlations, revlies to foreign com-
plaints, and requests for investigations.

-~Standards and instructions needed improvement to
orevent the shiooinag of undetected infested grain
and to insure uniformity in testing for weevils
and other insects and in grading grain as "weevily."”

--Instructions were needed to avoid confusion and lack
of uniformity in making stowage examinations.

--Licensed insvectors and AMS suvpervisors did not alwavs

(1) verify the stowage location of grain being loaded
aboard ship or (2) test mechanical samplers in accor-
dance with instructions.
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--Some field offices did not follow-reporting instruc-
tions, and important management control information
was not used to insure that the field offices provided
adequate supervision to inspection agency personnel .
The auditors estimated that, at one field office,

AMS supervisors spent 90 percent of their time in
the office rather than onsite.

AMS generally agreed with the auditors' recommendations
and took, or said it planned to take, action on a number
of the deficiencies. However, many of the deficiencies,
including the following, still existed during our review.

--AMS has not revised the standards and instructions to
prevent the shipping of undetected infested grain or to
insure uniformity of infestation tests made by the
various field offices and inspection agencies. AMS's
target date for these revisions is July 1976,

-=-AMS instructions for stowage examinations, issued
in July 1975, need further revision to eliminate
confusion and provide for increased uniformity.
(See page 34.)

-=-AMS has not adeguately insured that licensed inspec-
tors safeguard official samples of grain to main-
tain their integrity. (See page 21.)

AMS officials said that the Office of Audit report
was very comprehensive and that they were doing their best
to correct the identified deficiencies.

Administrative actions

Although AMS supervisors found many grading, sampling,
and other irregularities while supervising the work of licensed
personnel, corrective action to prevent recurrences was seldom
taken, mainly because there were no svecific criteria for
determining what actions should be taken, When action was
taken, it was inconsistent. Also, because licensed personnel
were employees of designated inspection agencies, AMS super-
visors were in a difficult position to effectively prevent
recurrences of irreqularities.

Under the act and AMS regulations, official inspection
personnel are subject to certain administrative action whenever
it is found that they have improperly performed any official
function or have otherwise violated the act or AMS regulations
or instructions. The regqulations require that such action
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be promptly initiated. 1In the case of serious violations,
which may also be subject to criminal prosecution, AMS may
refuse to renew or may suspend or revoke a license after

the licensee has been afforded an opvortunity for a hearing.
If deemed in the best interest of the inspection system,

AMS may, before a hearing, suspend a license temporarilv
pending final determination. The actions taken since 1964,
as shown in AMS records, follow.

Number of cases
August 1974

1964 to to
Action Total August 1974 January 1976
License temporarily
suspended pending
final determination 17 2 15
License suspended for
a definite period 5 5
Renewal of license refused 1 1 -
License revoked _8 1 1
Total 31 9 22

AMS may dispose of less serious cases by issuing correc-
tive action reports or written notices of warning., AMS con-
siders as less serious such irreqularities as unintentional
misgrading or poor sampling technigques. However, no specific
criteria exist on the type or duration of the action to be
taken when irregularities occur. According to an AMS official,
administrative actions are determined on a case-by-case basis
and depend on the nature and frequency of the irreqularities.

AMS supervisors often find irregqularities in grading.
According to operating instructions, the supervisor is to
prepare a record of sampling and grading information on each
appeal and supervision inspection. The supervisor in charge
of each field office is to periodically review these records
and, when he determines that deficiencies have been flagrant
or excessively revetitious, is to initiate a corrective action
report which is routed to the AMS suvervisor. The AMS super-
visor is to determine the cause of the deficiency, discuss
the deficiency with the licensed inspector, take the necessary
corrective action to prevent recurrences, and complete the
report to show the corrective action and the inspector's
comments, if any.
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The determination of which irregularities should be
considered flagrant or excessively repetitious was generally
left to the discretion of field office personnel. This result-
ed in inconsistencies between and within field offices in
determining whether and what actions would be taken.

In the case of incorrect grade certificates, for example,
some field offices followed a 1968 guideline established by
one AMS office that all incorrect grades of one grade or
more on certificates of export grain or two grades or more
on other certificates would be considered flagrant deficien-
cies for which corrective action reports were to be issued.
Officials at other AMS field offices did not follow this
guideline. They said use of the report in such cases was
unwarranted because they generally were unable to estab-
lish that the deficiency was caused by the inspector's
willfulness or his incompetence. In many instances, deficien-
cies could be attributable to other circumstances, such
as faulty grading equipment or sampling methods or defects
in grading technology, for which the inspector could not
be held responsible.

At one field office, corrective action reports were
used for only about one-fourth of the total number of
irregularities which, according to the 1968 guideline,
would have been considered flagrant. At four other field
offices, the use of the reports appeared to be even less
frequent. Many apparent flagrant or repetitious deficiencies
therefore went unreported and, consequently, were not dealt
with by AMS supervisors.

Even'when irregularities were reported, they were not
always dealt with effectively and decisively. AMS supervisors
told us that, when corrective action reports were prepared,
they generally discussed the deficiencies with the licensed
personnel but that they believed the inspection agency's chief
inspector was responsible for necessary followup supervision.
Also, since the licensed personnel were not AMS emplovees,

AMS supervisors were limited in dealing effectively with
deficiencies. For example, AMS supervisors could not
provide additional training, maintain close and frequent
surveillance of the licensee's work, or control the licen-
see's assignments.

AMS's lack of decisiveness was especially evident in
the case of an inspector who was found to have made excep-
tionally serious grading errors on 10 occasions over a
3-year period. The inspector was finally ordered to be
reexamined and, upon failing the examination for three grains
--barley, rye, and soybeans--he was declared incompetent.
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AMS took no action to immediately suspend his license. In-
stead, it allowed for a formal appeal proceeding to which

the inspector was entitled. Although the license was sus-
pended about 12 months later, during the interim AMS super-
visors found additional flagrant deficiencies. The inspector's
assignments during this period included the grading of about

9 million bushels of barley, rve, and soybeans.

AMS supervisors encountered other types of deficiencies
with inspection personnel, including alcoholism, carelessness,
and other improper behavior, which they were unable to deal
with effectively. AMS officials told us that inspection per-
sonnel often ignored or refused AMS supervisors’ direct advice
and that frequently the inspection agencies' management refused
to cooperate with AMS.

AMS's ability to effectively administer and supervise
the grain inspection system is affected, in large part, by
the facts that (1) the system was designed to operate
primarily through designated non-Federal agencies and (2)
its primary objective is to facilitate grain marketing.
Despite these limits, however, AMS's administration and
supervision could have been more effective.

AMS reduced its supervision of licensed personnel in
some locations to levels far below those needed. Also,
its requests for staffing increases were not realistic in
relation to workload increases, particularly at those loca-
tions where important services other than supervision of
sampling and grading consumed extremely large portions of
available time. Additional supervisory personnel authorized
by the Congress in October 1975 should help bring AMS's staff-
ing level more in line with its workload requirements.

Also, AMS could have more aggressively followed up on
identified and indicated weaknesses. Timely and thorough
reviews and investigations of alleged or reported discrepan-
cies and abuses--a basic management responsibility--might
have helped alleviate problems in the existing inspection
system.

Clear and specific criteria on actions to be taken
when irreqularities occurred should also have been established.
The lack of such criteria led to inconsistencies in dealing
with deficient inspection procedures and practices. Also, AMS
supervisors were not able to effectively deal with inspection
deficiencies since the licensed personnel were employees of
the designated inspection agencies.
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ADMINISTRATION'S PROPOSAL TO STRENGTHEN
THE NATIONAL GRAIN INSPECTION SYSTEM
AND OUR EVALUATION AND CONCLUSIONS

The foregoing sections detailed some of the numerous
problems, deficiencies, and criminal abuses related to the
present national grain inspection system. These disclosures,
together with the matters already covered in congressional
hearings and internal USDA reports, have led to a strong
demand for remedial action to restore integrity to the system.
A key question in this regard is whether such remedial action
should be directed to administrative inadequacies on the
part of USDA and its designated inspection agencies, to more
fundamental problems involving the alinement and definitions
of responsibilities between USDA and its designees, or to some
combination of both.

"Administration proposal

In responding to the need for remedial action, a task
force of USDA officials and a representative of the Office
of Management and Budget was formed to deal with present prob-
lems in the grain inspection system. The task force studied
five options in the form of alternative systems, as follows:

1. Continue the basic elements of the present system
but tighten conflict~of-interest and penalty pro-
visions, and increase Federal employment to permit
100-percent supervision of grain exports.

2. Continue the basic elements of the present systen,
with tighter conflict-of-interest and penalty pro-
visions, in geographic areas where official inspec-
tion agencies can meet proposed new standards
of performance, but permit USDA to make original
inspections where inspection agencies cannot meet
such standards.

3. Eliminate the private sector as official inspection
agencies, continue the designation of State agencies
as official inspection agencies, and permit USDA to
make original inspections in those geographical
areas where States are unwilling or incapable of
providing grain inspection service.

4, Permit State inspection agencies to make original
inspections on nonexport grain, with USDA assuming
responsibility for export inspections and for
domestic inspections where States are unwilling
or incapable of making inspections.

5. Establish an all-Federal system.
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After discussions between USDA and the Office of Manage-
ment and Budget, the Administration chose alternative 2.
In bills currently before the Congress (H.R. 9467 and S.
2297), the Administration proposes retaining the existing
two-level grain inspection system and tightening up various
administrative procedures, including authorizing USDA to

--make original inspections on an interim basis in
certain situations;

--monitor activities in foreign ports for grain
officially inspected;

~-further limit conflict-of-interest situations;

--require official inspection agencies to meet their
designated responsibilities regarding training,
staffing, supervision, and reporting requirements; and

--make triennial designations of all official inspection
agencies. '

Also, the Congress recently appropriated $5 million for
AMS to hire about 200 additional employees to increase its
supervision of the grain inspection system.

Qur evaluation and conclusions

We believe the Administration's proposal and the in-
creased staffing could strengthen the present system. How-
ever, they do not go far enough; more fundamental changes
are required.

In our opinion, the prime consideration in dealing with
the system's serious breakdown should be to design a system
which will offer reasonable assurance of working well; which
in time will rebuild a solid reputation for integrity, com-
petency, and efficiency within the United States and through-
out the world; and which clearly fixes responsibilities
for any deficiencies or abuses. Such a system should be
directly controlled and, wherever practicable, operated by
the Federal Government,

We believe that USDA's role in the national grain
inspection system has not been conceived or carried out
in a manner which enables it to exercise effective control
over the system and to insure the accuracy of grain quality
as set forth on inspection certificates. The present inspec-
tion certificates are neither prepared nor issued by USDA,
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except for appeals and some shipments of U.S. grain from
Canadian ports. The individual certificate is basicallv a
representation by one of the designated inspection agencies
subjéct only to USDA's loosely drawn supervisory or monitoring
role.

Grain sampling, grading, stowage examinations, and other
essential elements of the total grain inspection system are
not now, and under the Administration's proposal could not
realistically be, subjected to sufficient Federal supervision
to warrant any claim that the designated agencies' inspection
certificates are a product of USDA or of the U.S. Government.

Although USDA's overall direction and supervision of the
existing system have been deficient, the system's structure,
the general atmosphere in which the system operates, and the
almost total absence of any direct Federal role sharply limit
the responsibility which can be placed with USDA for serious
shortcomings. Although increased Federal supervision, more
severe penalties, and more intensive and extensive investiga-
tions by USDA could contribute to more integrity in system
operations, it is not feasible to increase Federal supervision
to prevent circumvention of the system by persons so inclined.

A further shortcoming with the present inspection system
is that USDA does not have authority to control the weighing
of grain in conjunction with the preparation of inspection
certificates. Inspectors generally must accept weights fur-
nished by elevator operators to describe the quantities of
grain they inspect. The inspectors cannot be assured that all
quantities inp a lot are sampled. This shortcoming seriously
compromises the value of the inspection certificates. Grain
quality determinations should, in our view, be clearly related
to specific quantities of grain and both determinations should
be shown on the inspection certificates. The Administration’'s
proposal makes no reference to grain weighing.

In our view, the organization charged with administering
the national grain inspection system must have the capability
to:

1. Establish and administer adequate and uniform
standards for recruiting, training, and super-
vising inspection personnel.

2. Establish and administer a rotation orogram for
inspectors.

3. Prescribe and enforce appropriate work production
standards for inspectors.
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4. Establish and administer an adequate system of
controls and procedures for the sampling process,
including equipment owneration and maintenance.

5. Eliminate all conflicts of interest as well as the
appearance of such conflicts and impose appropriate
penalties for violations gquickly and decisively,

6.~ Promote continuing research to achieve uniform and
accurate grading.

7. Establish and administer adeguate controls, stan-
dards, and procedures for weighing grain, including
safequards over equipment calibration and maintenance.

8. Respond quickly and decisively with avorooriate
reviews and investigations of reported discrepan-
cies and abuses.

We question whether the above procedural and verformance
standards would be achieved under the existing two-level
system which the Administration would retain. The problem
of maintaining uniformity, consistency, and high standards of
performance in the national inspection system is a formidable
one and is greatly complicated by the fact that the system is
operated through widely dispersed State, trade-related, and
private agencies.

Recent experience has shown that the inspection system
can function only as well as the designated insvection agen-
cies and the grain trade choose to make it function. AMS
officials told us, for example, that some of the problems
they have encountered in dealing with State inspection agen-
cies and with the private agencies and trade associations
have been (1) the agencies' general unwillingness to cooperate
fully in the proper administration of the inspection system
and resentment of Federal supervision by the States in parti-
cular, (2) some agencies’ tendency to circumvent or compromise
prescribed procedures and requlations as quickly as they are
written, (3) AMS's inability to obtain timely corrective
action when deficiencies are found because problems and com-
plaints must often be routed through various channels, (4)
the impracticality of AMS's providing centralized training
to inspection personnel, (5) AMS's inability to readily dis-
cipline or discharge incompetent or uncooperative inspection
personnel, and (6) the lack of a merit system for employment
and promotion which sometimes results in employees of question-
able ability.
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The task force indicated that an all-Federal system
would have the advantages of uniformity, consistency, and
control, as well as the intangible benefit of increased
confidence, as follows:

"1, Better control of inspection activities by:
a. More uniform application of standards;

b. More uniform training and qualification
standards;

C. Quicker reaction to crop quality inspection
problems; (Direct communication with all offices.)

d. Providing more accurate and complete data on
crop quality, movement, and sales:

e. Greater flexibility in utilization of inspec-
tion personnel; (Cross utilization between
programs of AMS possible, particularly
those having seasonal work.)

f. Maximum use of standardized equipment and im=-
proved maintenance of inspection egquipment:
(All equipment up to date and checked for accu-
racy by specially trained teams.) #* * *

"2, Reduction of improper influence over licensees by
minimizing conflicts of interest. (Close control
and rotation of emplovees.)

“3. Increased confidence in the inspection service.
(Nation-wide consistency of grading and inspection
by uniformally [sic] trained Federal employees.)

“4., Reduces the number of multiple inspections (appeals
after originals would be reduced as both levels
of inspection would be performed by Federal super-
visors.)

“5. Eliminates jurisdictional conflicts over inspection
areas.”

USDA also cited the following disadvantages of a total
Federal system.

“l, Increase in cost to the public and users of the
service.

“2. Increase in the number of Federal employees.
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“3, Possible cost of reimbursement or restitution to
agencies for loss of business. (Official inspection
agencies designated by USDA have assumed liabilities
based on their designations.) [1/]

“4, Loss of employment for some licensees. (Most gquali-
fied licensees employed by the current official in-
spection agency would be hired by USDA under this
alternative.)

“5. Prevents States from providing a grain inspection.
service.*

Cost of a Federal inspection system

We are not able at this time to estimate the cost for a
federally operated system, since numerous details need to be
worked out on such matters as the system's organization,
inspection and weighing standards and procedures, fees,
qualifications of employees, and implications of emplovee
rotation. However, we question the validity of the task
force's contention that a Federal system would increase
costs to the public and users of the service.

The users now are assessed fees or charges for inspec-
tion services, including most Federal appeal inspections.
We believe that fees and charges for Federal inspection
services can be fixed in reasonable amounts that will either
entirely or substantially recover the fair costs of providing
such services. Further, we believe that an efficient and
effective Federal system can be developed which would afford
ample opportunity for efficiencies and economies not current-
ly realizable under the present system in which Federal
supervision overlaps designated agencies, a number of which
are operated for profit.

A more effective and reliable inspection system should
reduce the 1nspect10n workload. Under the present systenm,
grain is often inspected at both origin and destination.
The duplicate inspections are often made because buyers
and sellers lack confidence in the accuracy and uniformity
of inspections at other locations. If a highly reliable
inspection service were established at major destination
points, the need for origin inspections should diminish.
This workload reduction, in turn, would reduce the number
of personnel needed.

l/While the matter is not free from doubt, in our opinion
payment for loss of business would not be legally required,
Any equipment in the hands of designated agencies could be
purchased for use by the Government.



Also, it is not uncommon for grain to be inspected and
reinspected on multiple occasions. Export grain is often
inspected four or five times. A highly reliable inspection
system at major destination points should reduce the need
for inspections of samples from country elevators. During
fiscal year 1975, about 200,000 inspections, or about 26
percent of the total inspection workload, involved such
samples.

The adoption of a federally operated system should re-
sult in a reduced number of appeal inspections. About 60
AMS staff-years were expended in fiscal year 1975 to respond
to appeals. Appeals are usually made either because grades
arrived at by the licensed inspectors are questionable or
because grain buyers lack confidence in the licensed inspec-
tors' abilities. Also, some foreign buyers routinely request
appeal inspections before original inspections are made.
Since appeal inspections are in addition to those of the
licensed inspectors, a federally operated system should
bring about a reduced appeal workload, particularly if the
system can become highly reliable.

A reduction in the number of inspection agencies should
result also in some increased efficiency in administrative
and supportive services. A Federal system under single-
agency administration would appear to offer more potential
for administrative efficiency than the present system in-
volving over 100 State and private agencies and a Federal
supervisory structure.

It is presumed that personnel salaries under a Federal
system would be set at levels suitable for the skills and
responsibilities involved. These salaries may be higher
or lower than those now paid by State or private agencies.
Although some States may vay less than the Federal Govern-
ment, some private inspectors' annual salaries and incomes
have exceeded $30,000 with some earning up to $78,000.

Other considerations

Recent widely publicized abuses in the grain inspection
system involving such matters as intentional misgrading of
grain, shortweighing, and using improperly inspected car-
riers have led to an erosion of confidence in the system
both within the United States and abroad. Many persons--from
American farmers to foreign buyers—--are looking to the
Federal Government to restore integrity to the system and
to thereby facilitate the orderly marketing of grain domesti-
cally and promote the continued expansion of foreign agri-
cultural markets. The situation, in our view, calls for
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substantive changes to eliminate weaknesses in controls and
lessen the likelihood of any repetition of recent abuses.

Although none of the various proposed alternatives to
the present system is without some disadvantage to those
now involved in the system, the gravity of the problem
calls for placing the overall national interest first. A
soundly established, federally operated grain inspection
system should, in our view, serve as positive evidence to
American farmers, foreign buyers, traders, and end users
of the U.S. commitment to a sound and reliable system.

Of the volume of grain inspected during fiscal year
1975, about 85 percent was inspected at the 36 domestic
ports and 25 largest inland inspection points; the re-
maining 15 percent was inspected at the 122 smaller inland
inspection points. We recognize that it may be impractical
to provide direct Federal inspection at all smaller inland
inspection points and at country elevators where the volumes
of grain requiring official inspection are low or sporadic,
At these locations, the cost of employing enough inspection
personnel to insure reliable sampling would be excessive.
To accommodate the needs of minor inland terminal and country
elevators, USDA should be authorized to provide inspection
services, on a request basis, through contracting or licensing
arrangements. Such services could be provided by either
State inspection agencies (first preference) or carefully
selected and screened private agencies subject to USDA
review and supervision.

The need to distinguish between major and minor termi-
nals and to thereafter designate supplementary non-Federal
inspection agencies will, of necessity, call for considerable
discretion and judgment on USDA's part.. Also, moving to an
essentially all-Federal system will undoubtedly take time.

In phasing in a federally operated inspection system,
a high priority should be given to establishing Federal
inspection services at all port elevators, since recent
disclosures of extensive criminal abuses and other short-
comings in the inspection system have involved port elevators
primarily. Also, prolonging or postponing the development
of a reliable inspection system at such elevators could
have a lasting effect on foreign sales.

In summary, we believe that an essentially all-Federal
inspection system would:

--Restore integrity and confidence in the inspec-
tion system.
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-=Provide greater uniformity and consistency in
inspection procedures and operations,

--Establish an independent system, eliminating actual
and potential conflicts of interest.

--Develop an inspection force conforming to uniform
hiring and training requirements.

--Permit rotation of the inspection force among
specific localities.

~--Provide greater flexibility in use of inspection
personnel, especially where seasonal work may be
involved.

--Provide for maximum use of standardized equipment
and better maintenance of equipment.

--Reduce the number of multiple or duplicate inspec-
tions presently required.

--Reduce the number of inspection agencies to
increase administrative efficiency.

--Increase foreign trade or at least reduce che .ces
of customers choosing to buy from other sources.

--Place inspectors under direct control of USDA
to provide more effective authority to deal with
inspector deficiencies.

--Eliminate present inequities whereby some inspectors
earn annual salaries or incomes from $30,000 to,
in some cases, $78,000.

-=-Give USDA direct responsibility and authority to
deal with elevators whose complex grain-handling
systems allow for easy circumvention of controls
over drawing of representative grain samples.

RECOMMENDATIONS TO THE CONGRESS
AND THE SECRETARY OF AGRICULTURE

To insure, insofar as possible, that grain trading with-
in the United States and with foreign countries is conducted
in.an orderly manner and that the interests of all parties
concerned are adequately protected and to restore wgrldwide
confidence in the quality, reliability, and uniformity of
U.S. grain, we believe that fundamental changes are required
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in the grain inspection system. Accordingly, we recommend
that the Congress establish essentially a Federal grain
inspection system.

Recognizing that creating an essentially all-Federal
system will take time and that, while some changes can be
effected immediately, other changes, although urgently
needed, will for practical reasons take more time to fully
accomplish, we recommend that the system be established in
phases, as follows.

The Congress should
Phase T

-=-provide USDA with authority to take over inspection
services immediately from those States or firms
where serious problems are disclosed,

--direct USDA to intensify surveillance over ongoing
inspection services being provided by the States,
trade associations, and private agencies until
phases II and III are implemented,

Phase I1

~--authorize and direct USDA to assume responsibility,
at the earliest possible date, for providing inspec=-
tion services=--sampling, grading, and weighing--
and for issuing official inspection certificates
at all port elevators,

Phase III

--authorize and direct USDA to extend the Federal inspec-

tion system (including sampling, grading, and weigh-
ing) to the main inland terminals, after sufficient
experience has been obtained at the ports, and

--direct USDA to provide inspection services, on a
request basis and under contracting or licensing
arrangements, at minor inland terminal and country
elevators. Such services should be provided under
USDA=prescribed standards and procedures and should
be subject to USDA review and supervision,

We recommend also that inspection services be provided

on a reimbursable basis under a system of fees designed to
recover the fair costs of operating the system.
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We recommend that USDA use distinctively colored and
worded inspection certificates which are not authorized for
use by any State or other agencv. Non-Federal agencies
providing inspection services at minor inland or country
elevators should be provided with distinctively colored
and worded inspection certificates. This should help to
avoid confusion about immediate responsibility for the
certificates' accuracy.

We recommend further that, in developing standards and
procedures for a Federal grain inspection system, either by
legislation or by regulation, the Congress and USDA consider
the following matters.

--Conflicts of interest. The system should prohibit
all of these, actual and potential, and should
impose appropriate penalties for violations on the
part of grain handlers and inspection personnel,

~-Sampling grain. Adequate controls and procedures
should be established for this process, including
equipment operation and maintenance. Automated
equipment should be mandatory to the extent feasible,

--Weighing grain. Grain weighing should be made part
of the inspection system. Adequate controls, stan-
dards, and procedures should be established, including
safeguards over equipment calibration and maintenance.

--Grading grain. The need for improved accuracy and
uniformity should be met through continuing research
(see p. 92) and training.

~-Personnel administration. Uniform standards for
recruiting, training, and supervising inspection
personnel should be established and maintained,
and a rotation program and work production
standards for inspectors should be established.

--General administration. Quick and thorough reviews
and investigations of reported discrepancies and
abuses should be required.

The provision that superseded certificates be sur-
rendered when repeat inspections are requested should
be stringently enforced.

AMS instructions on stowage examinations should be
revised to set forth training and performance require-
ments and to describe all situations where examinations
should be required.
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Appropriate annotations should be made on inspection
certificates for grain loaded at Great Lakes ports
stating that such certificates are not valid for
transshipped grain.

To the extent practicable grain inspection operations
should be open to public scrutiny by foreign buyers
or other interested parties.

USDA COMMENTS AND OUR EVALUATION

General comments

The substance of USDA's comments (see app. VII) on the
matters discussed in this chapter is that:

1. Although our recommendations are technically and
organizationally feasible to implement, USDA's
position is that legislation introduced as H.R.
9467 (see p. 49) will provide for an efficient and
the most cost-effective grain inspection system
of the alternatives examined by USDA.

2. USDA is moving ahead aggressively in the port
areas with all actions necessary to secure and
maintain the integrity of the grain inspection
system. These actions involve a combination of
stricter application of existing regulations
and promulgation of additional requlations under
existing statutes.

3. One of USDA's most vital needs is for authority
to perform original inspections of grain on
an interim basis. This need, according to
USDA, is based on the fact that actions have
been and are being taken to revoke the designa-
tions of official inspection agencies for viola-
tions of the Grain Standards Act and, because
it is not always possible to organize a new
official inspection agency or to identify an
existing agency to continue inspection service
when such actions are taken, USDA must have
authority to provide original inspection services
on an interim basis, to insure continuity of
inspection.

Our evaluation

USDA top officials reemphasized to us the Administration's
desire to maintain the existing basic organizational structure
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for the national grain inspection system, namely, that USDA
should continue to carry out the inspection function through
designated agencies, including States, trade associations,
and private inspection agencies. Present problems and defi-
ciencies, they maintained, can be corrected through improved
administration and the passage of H.R. 9467 which would
strengthen conflict-of-interest restrictions, grant USDA
certain additional authorities, and impose more strin-

gent penalties.

We recognize that improvements can be made in the opera-
tion of the national grain inspection system under the pre-
sent organizational structure, and USDA is exerting consider-
able effort in this regard. Additional supervisory personnel
are being hired and will be trained, new supervisory proce-
‘dures are being developed, and USDA officials are working
with individual grain firms on affirmative action plans to
improve grain-marketing practices. These efforts are both
worthwhile and long overdue. We recognize also that the
additional authorities being requested by USDA would enhance
the possibilities for strengthening the national grain
inspection system.

We question, however, whether USDA's present actions or
its proposed actions, which must await the enactment of new
legislation, will be sufficient to enable it to effectively
administer the national grain inspection system in a monitoring
role through a diverse complex of State and private agencies
and trade associations. As indicated in various subsections
of this chapter, there are important inherent limitations
and problems involved in USDA's present monitoring role that
cannot be readily overcome by increased Federal supervision,
more extensive regulations, more severe penalties, and more
extensive investigational efforts. These problems relate to

~-insuring the avoidance of conflicts of interest;

~-=-insuring integrity, competency, and consistency
in the sampling, weighing, grading, and stowage
examination processes; and

-=insuring adequacy and uniformity in personnel
administration, including recruiting, training,
work standards, supervision, and rotation of
inspection personnel.

Our conclusion that the inspection system should be
directly controlled and, wherever practicable, operated by
the Federal Government is based on the premise that, as a
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single entity, USDA could best cope with the formidable
problem of establishing and maintaining uniformity, coun.is-
tency, and high standards of performance within the system.
USDA officials conceded that, if the present system were

not already in place, they would not recreate i+ ip ite
present form and that, from a management control standpoint,
a federally controlled and overated system would be best.

~ We recognize that USDA may be confronted with many
pressures to maintain a comparative status quo in the
organizational structure of the national grain inspection
system., Those currently involved in the system do not want
to lose their agencies and their incomes. There are concerns
also about expanding the Federal bureaucracy and the number
of Federal employees at the expense of the States and pri-
vate enterprise, concerns about problems of finding a suf=-
ficient number of qualified staff or hiring currently
licensed inspectors who subsequently may have to be dis~
charged as a result of expanding criminal investigations,
and other varied concerns and problems about dislocations
which would be involved in any transition to a Federal sys-
tem. We believe, however, that too much of the national
interest is at stake for continued primary reliance on more
formidably written Government requlations and procedures
backed up by more Government supervisors and investigators.

The legislative history of the U.S. Grain Standards
Act, originally enacted in 1916, shows that many of the same
problems that plagued the grain trade 60 years ago still
exist. (See app. V.) Reports of various public and private
commissions issued before 1916 disclosed that major terminal
markets reqularly engaged in a variety of unfair business
practices, including falsely certifying the grade of grain
and mixing and adulterating grain. The reports state that,
due to domination of the grain inspection and grading system
by boards of trade and purchasers at the terminal markets,
farmers and independent shippers were compelled to accevt
lower grades and less money for their grain amd the ultimate
foreign buyer and domestic purchasers regul ' iy received
a poor quality of grain under a certificat { inspection
indicating a higher grade.

The present system with some modifications has been
in operation for 60 years and the Administration's proposal
would retain many of the fundamental disadvantages and
limitations of this system. The deeply entrenched and perva-
sive problems of the past and present will not, in our
opinion, vield easily under this system.
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Further comments and our evaluation

Grain weighing--USDA agreed that weight supervision
should be provided for in the grain inspection system, but
only at port elevators where the quantities shipped are
divided into sublots. It said it did not believe that the
report adequately supported the recommendation that the
weighing system at interior points needed to undergo drastic
change or that accurate weights were important in estab-
lishing grades at interior points. USDA said that accurate
weights were vital, however, in transactions between buyers
and sellers.

As indicated on page 50, the Administration's proposal
to the Congress to strengthen the national grain inspection
system is silent on the matter of weighing. USDA's above-
stated position--that weight supervision should be provided
at port elevators--represents a modification of this original
proposal. We believe, however, that grading and weighing
of grain should be a coordinated operation and that accurate
determinations of grade and weight are highly important
in transactions between buyers and sellers whether such
transactions occur at port elevators or at 'inland points.

In asserting that the report did not adequately demon-
strate that accurate grain weights were a problem at interior
terminals, USDA incorrectly analyzed the data presented on
. page 25. USDA contended that, because questionnaires were
sent to 2,195 country elevator operators, the 339 operators
who indicated they were dissatisfied with weights and grades
assigned at shipping destinations represented only 15 per-
cent of the total rather than 41 percent. Correct analysis
in this circumstance requires that no conclusions be drawn
about country elevator operators who did not respond to
the questionnaire.

Even if it were correct to conclude that 15 percent
rather than 41 percent of country elevators were having prob-
lems, we fail to see how USDA can regard this percentage as
inconsequential.

Distinctive inspection certificates--USDA agreed that
it should issue distinctively colored and worded Federal
inspection certificates which are separate and apart from
those certificates issued by non-Federal agencies,.

Reimbursable costs--USDA agreed in principle with our
recommendation that inspection services be provided on a
reimbursable basis. USDA said, however, that its position
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was that there were certain indirect costs of a public
benefit nature that should be financed from appropriated
funds, including (1) basic research, (2) general nuhliec infor-
mation, (3) monitoring inspection accuracy in toreign ports,
and (4) certain administrative costs. USDA said it believed
that a percentage of such costs should be funded through
appropriations. Costs which USDA considered reimbursable
included (1) direct supervision of Federal employees at the
field office level, (2) direct supervision of official
inspection and weighing agency personnel, and (3) appeal
activities.

Conflicts of interest--USDA said that, pending legisla-
tion, it proposed to amend its requlations to prohibit con-
flicts of interest, subject to statutory limitations. Addi=-
tional controls on conflicts of interest, it said, would be
considered in developing affirmative action programs with
individual grain firms.

Sampling grain--USDA agreed that adequate controls, vpro-
cedures, and safeguards should be established over the sam-
pling process, including equipment operation and maintenance.
However, it said it believed that feasibility studies should
be made before USDA mandates the use of additional auto-
mated equipment.

Grading grain--USDA said it planned to consider a long-
term program of research and training to provide a balanced
technical, statistical, and economic data base and an equip=
ment development and testing program. Consideration would
also be given, it said, to applying appropriate resources
to this effort. '

Personnel administration--USDA agreed that uniform
standards for training of non-Federal inspection personnel
were essential and that a rotation program and standards of
work for such personnel should be established. USDA said
it did not believe that uniform standards for recruiting non-
Federal personnel were feasible because of local hiring con-
ditions, labor unions, and State civil service regulations;
.however, competency tests were given before licensing.

USDA said that official inspection agencies should be fully
responsible for setting their own recruiting standards,
training their personnel to pass the required USDA competency
tests and qualify as technicians, and maintaining inspectors’
proficiency through an aggressive training vrogram once

the inspectors are licensed.




General administration--USDA agreed that:

--Quick and thorough reviews and investigations of re-
.ported discrepancies and abuses should be resquired.

--The provision that superseded certificates be sur-
rendered when repeat inspections are requested
should be more stringently enforced. It said that
recent additional appropriations to add Federal
supervisory personnel would permit enforcement of
this regulation throughout the system.

-=Instructions on stowage examinations need to be
improved. It said it was reviewing the need to
revise and strengthen the instructions regarding
training and performance requirements for such
examinations.

~--Inspection certificates for grain loaded from
Great Lakes ports should be qualified. It said
that amendments to the regulations under the
Grain Standards Act to provide for such statements
were being developed.

--The inspection system should be open to publ.
scrutiny by any interested parties, provided that
certain information, such as documents (certificates
of grade, loading logs, etc.) pertaining .to private
transactions, were released only to real parties in
interest. It noted that, under its existing regqu-
lations on conflicts of interest, entry by the
trade into grain inspection laboratories was pro-
hibited because of the possible pressure that might
be exerted on those inspectors making grade
determinations.

VIEWS OF STATE OFFICIALS AND OUR EVALUATION

We asked State department of agriculture officials in
the 23 States having designated inspection agencies for
their views on various matters relating to the grain
inspection system, including the possible transfer of all
inspection responsibilities to a Federal agency. All the
20 officials who responded were generally opposed to
a total Federal inspection service. A summary of their
pertinent views follows.

--Nearly all the officials cited their States'

favorable records of service. Many of the States
had provided inspection services for many years,
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some for over 50 years. Services were usually initi-
ated because specific inspection needs were unmet
by either Federal or private sources.

-=-0fficials of 14 States said their agencies inspected
grains or other products or provided other types of
services that were not covered under the Grain
Standards Act. Other items inspected included
sunflower, safflower, and mustard seeds; alfalfa
and cottonseed pellets; rice; pulses; hay; buck-
wheat; millet; and hops. Several States provided
weighing services or had laboratory facilities
for analyzing protein content. One had facilities
for analyzing pesticide residues, heavy metals, or
undesirable additives, and one provided a service
for grading samples mailed to a laboratory.

--0fficials of 11 States believed that a total Federal
system would be more expensive. Some said their
States operated small agencies consisting of part-time
services that could be efficiently provided by combining
them with inspections of other food items.

~-=Other factors officials cited for objecting to
a total Federal system were the loss of an independent
source for filing appeals, excessive Federal regqu-
lation, and curtailment of services in remote areas.

All the responding officials said or indicated that it was
appropriate for States to provide inspection services under
the Grain Standards Act, and all preferred a Federal-State
system to a total Federal system..

We agree that many of the States have favorable records
of service. Under our proposal, State agencies could continue
to be designated to provide inspection services at certain
elevators. Also, according to AMS officials, many of the in-
spection services State officials cited are available and are
being provided either by or in cooperation with AMS under autho-
rity of the Agricultural Marketing Act.

The fact that the States generally pay lower salaries
than the Federal Government does may account for the States
contention that a Federal system would be more expensive.

As stated on pages 53 and 54, however, we believe certain
efficiencies and economies can be realized under a federally
operated system. Also, we would expect little change in the
operations of those States with small agencies providing
part-time inspection services since, under our proposal,
Federal inspection would be provided mainly at high=-volume
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elevators requiring full-time inspection services. We be-

lieve that an appeal procedure adequate for those using the
inspection service can be developed. AMS has been able to

provide apveal services for such other Federal programs as

rice inspection and meat grading.
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CHAPTER 3

FOREIGN BUYERS' COMPLAINTS ABOUT U.é. GRAIN

Our inquiries in nine foreign countries revealed much
dissatisfaction with U.S. grain sold abroad. Many foreign
customers believed they regularly received lower gquality
and weight than they paid for. The resulting cost in terms
of diminished foreign sales in past years and other effects
is not calculable. Many buyers, however, said they had
reduced their purchases of U.S. grain because of the
problems they had experienced and were buying more from
other countries. A few said they had stooped buying U.S.
grain altogether.

Some of the foreign buyers did not furnish documentation
supporting what they told us. They often lacked suitable
equipment or expertise with which to draw representative
samples and determine the grade of grain according to U.S.
procedures., Nevertheless, many had performed such sampling
and inspection as they deemed appropriate or had hired inde-
pendent inspectors in their own countries to redetermine
grade and had strong convictions that their problems were
serious, real, and of long standing. Despite these problems,
many buyers said the United States would continue to be their
principal supplier of wheat, corn, and soybeans because it
is a stable, dependable supply source for large quantities
of grain at competitive prices.

In our opinion, USDA has not been sufficiently sensitive
to foreign buyers' problems. Many foreign buyers told us
that, because USDA had not assisted them in the past, they
had not reported the majority of their complaints to USDA.
Instead they had attempted, usually with very limited success,
to settle disputes directly with the exporters. USDA statis-
tics showing only a limited number of .complaints received
in past years therefore are misleading, in our opinion, be-
cause they bear little relationship to the real significance
of the foreign buyers' problems. Also, most of USDA's Foreign
Agricultural Service (FAS) attaches we visited were not fully
aware of the extent of foreign buyers' problems and said they
lacked the authority, expertise, and resources for investi-
gating complaints.

COMMENTS RECEIVED DURING OUR
VISITS TO NINE FOREIGN COUNTRIES

We obtained the comments summarized below during visits
to nine foreign countries--India, Israel, Italy, Japan, Korea,
the Netherlands, Spain, the United Kingdom, and West Germany--
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which were among the top importers of U.S. grain. 1In these
countries we interviewed (1) officials (foreign buyers)
associated with 68 entities, including grain brokerage firms,
food processors, and foreign government procurement agencies,
which had bought large quantities of grain or had filed com-
plaints with USDA about the quality or weight of U.S. grain
shipments, (2) representatives of 10 grain trade associations
and 2 arbitration boards, and (3) the agricultural attaches
and their associates.

Ten of the 68 buyers told us that their firms were sub-
sidiaries or affiliates of companies exporting U.S. grain.
Some, however, said they also purchased U.S. grain from
other companies. In addition, another buyer bought grain
directly from U.S. farmers and farmer cooperatives and shipped
it to his overseas firm through his own elevator in the
United States.

We interviewed the buyers to (1) determine the nature
and significance of any problems they were having with U.S.
grain shipments, (2) ascertain the possible impact of these
problems on export sales of U.S. grain, and (3) identify im-
provements needed in USDA's handling of foreign complaints.
We obtained documentation, where available, supporting adverse
comments about U.S. grain shipments.

. The comments we received varied. Most significant ap-
peared to be that 53, or 78 percent, of the 68 foreign buyers
told us they had experienced problems with many U.S. grain
snipments. The other 15 said they had no problems or did

not respond. Of the 53 experiencing problems, 26 said their
problems involved both short weights and lower quality grain
than they had paid for; 26 said they had experienced quality
problems only; and 1 said his problems involved short weights
only. (Many buyers who had no problems with short weights
said they either bought insurance to guarantee weights or
paid premiums to exporters to obtain grain on the basis of
destination weights.)

In certain instances, there were differences among
buyers within particular countries concerning the types of
problems being experienced, the seriousness of those problems,
and the attributed cause(s) of the problems. The tynes and
seriousness of problems also differed among the nine coun-
tries. Although the comments were diverse and not always
easily categorized, the summary below represents a fair over-
view.
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'guality of U.S. grain

--Many grain shipments from the United States were
much lower in guality than was paid for and specified
on the inspection certificates. The problem was
particularly acute with corn but was also significaun.
with wheat, soybeans, and soybean meal. (Soybean
meal is not covered by the Grain Standards Act but
is inspected on a request basis under the Agricultural
Marketing Act.) Illustrative of the types of problems
experienced were: (1) corn shipments contained
excessive BCFM and moisture, had excessive heat
damage, were infested, and had low test weights, (2)
wheat shipments contained excessive foreign material
and shrunken kernels and had low protein contents
and low test weights, (3) soybean shipments contained
excessive broken beans (splits) and foreign material,
and (4) soybean meal was inconsistent in quality,
frequently had very low protein content, and was
frequently adulterated with excessive foreign material,
such as grain hulls.,

~~Problems with guality of U.S. grain shipments were
more frequent and severe proportionately than those
experienced with grain purchased from other countries.
Other countries were more attentive to buyers' com-
plaints and to working out eguitable settlements
between buyers and sellers.

-=-Problems with U.S. grain are caused by (1) increasing
emphasis in the United States on more rapid and effi-
cient grain-marketing operations involving mechanical
handling deviceg, (2) excessive artificial drying,
particularly of the 1974 corn crop, which makes the
grain more brittle and susceptible to damage during
handling, and (3) laxities in the operation of the
grain inspection system.

-=Problems with the quality of grain delivered abroad
have existed for a number of years (some said for 10
to 15 years) but have become much worse in recent
years.

~-Because the typical contract with a U.S. exporter
stipulates that grain is sold on the basis of
grade determined at export point, U.S. exporters
hide very effectively behind their inspection certifi-
cates when disputes arise about the guality of grain
actually delivered.
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—--The U.S. Government should stand behind inspection
certificates when they are determined to be inaccurate.
(Some buyers regarded the certificates as U.S. Govern-
ment representations.)

The following are examples which foreign buyers fur-
nished to us concerning problems with the quality of U.S.
grain shipments.

--One corn buyer received a shipment of 390,320 bushels
which, based on samples taken and analyzed by a
court-appointed grain inspector, contained 25 percent
BCFM. The inspection certificate showed that the
corn was number 3 with BCFM of 3.5 percent. The
maximum BCFM permitted by the standards for number
3 corn is 4 percent. 1In responding to a complaint
from the importer, the U.S. exporter said:

"* * * the inspection certificate is final

and conclusive as to the guality/condition

of the goods. You are certainly free to
investigate about the inspection * * * but

your action in this respect would be extra-
contractual and therefore of no concern to us."

The buyer estimated that he lost $100,000 because of
the high BCFM.

--Another buyer received 714,933 bushels of number 3
hard amber durum wheat which, on the basis of USDA's
analysis of various samples taken by an independent
firm, contained wheat of contrasting classes ranging
from 7 percent to 22 percent. The inspection certifi-
cate showed that the shipment contained 2.2 percent
wheat of contrasting classes. The maximum wheat of
contrasting classes permitted by the standards for
number 3 wheat is 3 percent. The buyer estimated
that he lost between $400,000 and $500,000 on this
shipment, because the lower quality wheat could not
be used for its intended purpose.

In furnishing information to the agricultural attache
for responding to the importer's complaint, FAS,

based on AMS's response, stated that it was unable

to offer a definite reason for why the higher percent-
age of contrasting-class wheat was not found during
inspection at loading. FAS said possible reasons

for the difference could be:
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"% % % 3 result of manipulation, substitution,
improper or careless handling of samples or
possible collusion between official inspection
personnel and elevator employees.”

FAS also pointed out that the difference could have
resulted from (1) loading wheat into the vessel at

some other location, (2) loading some wheat aboard

the vessel while inspectors were not present, or (3)
loading the wheat in a manner that would bypass the
sampler. Subsequently, the attache informed the com-
plainant that FAS was unable to offer a definite reason
for the difference between the percentages of wheat

of contrasting classes found during loading and at
destination.

Weight problems

--Short weights on grain shipments from the United States
were a serious problem. Opinions differed considerably,
however, on what constituted an acceptable tolerance
for weight shortages: some buyers were concerned
about a 0.2 percent difference between origin and
destination weights; others were not concerned unless
the loss was more than 1 percent.

--Short-weight problems can be avoided by paying pre-
miums to purchase U.S. grain on the basis of destina-
tion weights or by purchasing insurance to guarantee
full destination weights.

~-Shipments received from the Gulf ports had more weight
shortages than shipments originating from other U.S.
ports. Also, insurance rates.for destination weight
guarantees are higher for shipments from the Gulf ports.

~--Short-weight problems were experienced with grain from
other countries, but shortages in U.S. grain shipments
(in one case as high as 5 percent) were proportionately
higher and more frequent.

Impact on grain purchases from
the United States

--Purchases of grain from the United States have been
reduced as a result of problems with inferior quality
grain and short weights. A few buyers said they had
stopped buying U.S. grain altogether. Some said they
had shifted their purchases of soybeans and corn to
Brazil; wheat to Canada; and corn to Argentina, France,
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and South Africa. Import statistics furnished for one
country showed a trend toward procuring grain from other
countries. Some buyers said they would stop buying
JU.S. grain if supplies were available elsewhere.

--The United States will continue to be a principal
world supplier of wheat, corn, and soybeans because
it is a stable, dependable supply source for large
quantities of grain at competitive prices and it
is easy to participate in the U.S. market.

Grain standards

--With some exceptions, the official U.S. grain stan-
dards are satisfactory. Some suggestions were: (1)
differentiate between broken corn and foreign material
because broken corn is usable and foreign material may
not be, (2) develop grading factors for expressing the
incidence of stress cracks, brittleness, and mold in
corn, (3) lower the moisture content allowed in corn,
(4) specify the protein content in wheat, and (5) spe-
cify the oil and protein content in soybeans. (These
matters are discussed further in ch. 4.)

Settling disputes

~~There is no effective recourse when problems are ex-
perienced with the quality or weight of U.S. grain
shipments. International arbitration boards and courts,
when disputes are brought before them, rule in favor
of the inspection certificates, because the purchase
contracts specify that the inspection certificates are
the final determinants of grain guality.

~-Formal complaints about problems with U.S. grain ship-
ments are seldom made to agricultural attaches. It
is useless to complain to them because they can do
nothing to help resolve disputes.

--Attempts to obtain recompense from U.S. exporters for
inferior quality grain and short weights are generally
unsuccessful. Exporters typically respond that nothing
can be done because the grain was purchased on the basis
of the quality and weights determined during loading
at U.S. ports.

General comments

--It would be much better if the grade of the grain pur-
chased was established reliably on the ship, instead
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of 100 to 200 meters back from the ship, as is done
now. There is too much emphasis on speed in loading
grain, and U.S. port elevators presently have no
incentive to load grain with care after the grade is
established. (AMS officials told us there is no
feasible way to obtain representative samples for grad-
ing after grain has been loaded aboard ship. They

also said the disregard for damage during unloading

at foreign ports is even greater than during loading
at U.S. ports.)

-=-Some deterioration in grain gquality as a result of
handling and transportation is expected. However,
significantly lower grade grain often was received
than was shown on the inspection certificates because
of incorrect grading at the origin ports.

--Confidence in the U.S. inspection system has been
damaged, and action is needed to restore confidence.
This could be accomplished through adoption of an
inspection system operated by the U.S. Government.

OUR_EVALUATION OF COMMENTS RECEIVED
DURING FOREIGN VISITS

Although the comments above indicate that foreign buyers
were frequently dissatisfied with the grain received from
the United States, it was difficult to evaluate the validity
of most of their complaints. Some buyers did not, furnish
documentation supporting their problems with grain quality.
Sampling methods were often not as reliable as U.S. methods
and might not have resulted in samples which were representa-
tive of the entire grain shipment. More extensive documenta-
tion was available concerning short-weighted shipments. However,
differences in weighing methods and accuracy of scales could

account for some of the discrepancies between origin and
destination weights.

Despite the lack of documentation in some cases, it
appeared that foreign buyers have experienced legitimate
problems with the quality and weights of U.S. grain. For
example, as far back as 1969, foreign buyers complained to
the Chairman of AMS's Board of Appeals and Review about U.S.
corn shipments with excessive moisture and BCFM. (See p. 41.)

USDA officials said grain price fluctuations were one

reason for many complaints. They said that foreign buyers had
contracted for the purchase of grain when grain prices were
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high. After the prices fell, the buyers often complained
that the grain they received was not the gqguality for which
they- had contracted.

The condition of the 1974 U.S. corn crop undoubtedly
was the cause of many recent quality problems. According
to USDA officials, the corn was of lower quality than in
previous years because there was an early frost and the
corn was immature. Also, the crop's high moisture content
resulted in more artificial drying. This caused the kernels
to become brittle and very susceptible to breakage during
handling.

Foreign importers, U.S. exporters, and USDA generally
agree that some damage occurs to grain during handling and
transit. Breakage occurs at loading when the grain hits
the bottoms and sides of ships' holds and at unloading as it
passes through the equipment and into the elevators. 1In
addition, grain often is transshipped, that is, loaded off
one vessel and into another at the foreign port at least
one additional time before it reaches its final destination.
The inspection certificate usually accompanies this grain
to its final destination even though it specifies the quality
of the grain only at the time of loading at the U.S. port.

USDA officials told us that grain can lose a grade or
more between the time the certificate is issued and the time
the grain reaches its destination. However, there is a
definite lack of knowledge about just how much damage can be
expected. We believe USDA's Agricultural Research Service
(ARS), in coordination with AMS, should study this problem
and attempt to quantify the amount of breakage that can
be expected in handling and transporting grain.

The problems identified in chapter 2 concerning the
grain inspection system and the lack of controls over the
weighing of export grain also add credibility to the foreign
buyers' complaints. There is little doubt that foreign
buyers' confidence in the U.S. export system has been damaged
because of the problems they have experienced and the exten-
sive publicity concerning problems with the weighing and
grading of U.S. grain.

It is not possible to calculate the effect this will
have on U.S. export sales. The problems foreign buyers have
had with the quality and weights of U.S. grain shipments may
not have greatly affected the total volume of export sales
to date. Both the quantity and value of our grain exports
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have risen dramatically in the past few years. However,
competition for world grain markets is likely to grow as
production potential is developed in other countries. Some
foreign buyers are turning to countries other than the

United States for their grain supplies and may continue to do
so until they gain confidence in the guality and weights of
U.S. grain.

IMPROVEMENTS NEEDED IN USDA's
HANDLING OF FOREIGN COMPLAINTS

USDA has done very little in the past to assist foreign
buyers when they complained about the quality or weights of
U.S. grain shipments. Improvements are needed to insure
that (1) appropriate investigations are made when complaints
are reported to USDA and (2) effective procedures exist
for acting on the results of investigative findings, parti-
cularly when they reflect on the integrity or efficiency
of the national grain inspection system.

Currently USDA does not issue corrected certificates
if original inspection or weight certificates are determined
to be inaccurate. Corrected certificates could pave the
way for equitable settlement of disputes between buyers
and sellers but AMS officials told us issuance of corrected
certificates could place U.S. exporters in an unduly disad-
vantageous position, particularly if foreign buyers refused
to accept grain shipments on which corrected certificates
had been issued.

Formal complaints filed with USDA
not indicative of extent of problems

The majority of the foreign buyers we interviewed said
they generally did not report their complaints to USDA. They
believed it was useless to file formal complaints with USDA
because USDA can do nothing to help them resolve disputes
with U.S. exporters. As indicated previously, the majority
of the 68 foreign buyers we interviewed said they attempt,
usually with limited success, to negotiate problems concerning
the quality and weights of U.S. grain shipments with U.S.
exporters rather than file formal complaints with the
attaches.

A compilation of FAS and AMS records indicates that
foreign buyers filed formal complaints with USDA involving
582 export shipments during the 10 fiscal years ended June 30,
1975, as follows.
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Fiscal vyear Number of shipments

1966 21
1967 134
1968 92
1969 80
1970 41
1971 62
1972 19
1973 23
1974 49
1975 61

Total 582

The complaints all concerned the guality of the grain received.
except for 17 shipments which involved short weights. We were
unable to determine the total quantity of grain involved in
the complaints, but it appeared that the amount would have
been small in relation to the total grain exported during the
l0-year period.

USDA apparently believed that the relatively small number
of formal complaints indicated that problems with U.S. grain
shipments were not widespread. For example, in a June 1974
response to complaints from two importers about habitual and
significant short weights in soybean shipments, FAS stated,
in part:

" "[The] Department of Agriculture
believes that [the] U.S. trade has
[an] excellent worldwide reputation
for shipping contractual guantities
within accepted tolerances. Since we
are unaware of any significant inci-
dence of complaints in other countries,
we [are] inclined to believe [the] * * *
problems [are] due to misunderstanding
or factors peculiar to our exports to
[that country]."

Also, seven of the nine attaches we contacted said they did
not believe importers in the countries where they were sta-
tioned were having significant problems with U.S. grain.
This probably could be attributed to the fact that foreign
buyers experiencing problems generally were not filing com-
plaints with the attaches because USDA had not assisted them
in the past.
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Some foreign buyers and foreign trade associations had
information readily available on guality and weight discre-
pancies. For example, they provided detailed weight statis~
tics that identified specific loading ports, shipping dates,
vessels, invoice quantities, and landed weights. Quality
and weight data was also available from some foreign govern-
ment~0ffices. Such information could be obtained by the
attaches and forwarded to USDA on a regqular basis. This data
could serve as an early warning system to identify possible
trends in short weighing or grain adulteration at specific
ports and thus alert USDA to potential problems in the
inspection system.

Improved regqulations and procedures
needed for handling foreign complaints

USDA had not assigned overall responsibility for coordi-
nating the handling of foreign complaints to either FAS,
which carries out USDA's policy of developing and expanding
foreign markets for U.S. agricultural commodities, or AMS,
which administers the national grain inspection system,
Foreign buyers filed their complaints either with the attaches
or directly with FAS or AMS. However, the agency receiving
complaints did not always inform the other, or the attaches,
of the complaints. As a result, no one in USDA was fully
aware of all the complaints foreign buyers filed.

FAS officials told us that regulations on the handling
of foreign complaints about grain quality would be revised
and distributed to all appropriate USDA agencies with instruc-
tions that they forward all complaints received to FAS for
processing. They also told us they were developing a log
for controlling and following up on complaints about grain
quality. We believe that, to insure better control over the
handling of foreign complaints, the Secretary of Agriculture
should make FAS responsible for coordinating the handling of
all foreign complaints (including those involving short
weights) and for insuring that investigations are made and
timely responses are sent.

Internal regulations and procedures for handling foreign
complaints were quite limited. FAS had general regulations on
handling complaints about the guality of all agricultural
commodities marketed abroad but had none on handling weight
complaints. AMS had no written regulations or procedures
for dealing with foreign complaints. AMS officials told us,
however, that they were developing written procedures for
handling complaints about grain quality.
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FAS's regulations instructed the attaches that, if com-
plaints were considered serious, they were to make documented
investigations and report their findings directly to FAS
headquarters. The regulations also required the attaches
to forward pertinent information--including the specific
nature of the complaint, the type of commodity involved,
the guantity shipped and the guantity involved in the com-
plaint, the name of the vessel in which the commodity was
shipped and/or transshipped, the origin port and date of
shipment, and the destination port and date of arrival--and
samples of the commodity, with a description of who took the
samples, how they were taken, and how they were reduced in
size. The regulations specified that destination samples
be taken by a qualified impartial party but did not specify
how the samples were to be taken. In practice, the attaches
typically forwarded to FAS headquarters only the information
provided by the foreign complainant, and this information
was frequently much less than specified in the FAS regulations.

FAS officials said they were developing a standard
form to be used by foreign buyers in reporting complaints
about grain quality. They said AMS had reviewed the form
and had agreed that it would assist in handling foreign
complaints.

FAS headquarters forwarded the information it received
from its attaches on complaints about quality to AMS's
Grain Division for technical review. Although the Grain
Division had no written procedures for handling foreign
complaints, the Division's Board of Appeals and Review
usually analyzed the official file samples which were used
in the original inspections if complaints were received
within the 90-day sample retention period. It also analyzed
any destination samples provided by the foreign buyers.
The Division's Grain Inspection Branch reviewed the ship
loading logs, sample tickets, inspection certificates,
and official file sample analysis results to determine
if the grain was correctly graded and certified at the
time of loading with respect to the factors involved in the
complaints. The Grain Inspection Branch generally prepared
a response to FAS, which described the results of the review
and analyses. FAS then prepared a response to the attache
and the attache responded to the foreign buyer.

On complaints about short weights, AMS can do very
little to assist foreign buyers in resolving disputes with
U.S. exporters, because it has no responsibility for super-
vising or controlling the weighing of export grain. In re-
sponding to a short-weight complaint, an AMS official told
FAS that, if the export elevator involved had been licensed
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under the U.S. Warehouse Act, AMS's only responsibility would
have involved the fact that it had licensed .the weigher under
the act. He added that (1) AMS was not able to determine the
accuracy of the weight of any particular shipment, (2) there
was no appeal system under the act, and (3) settlement was
between the buyer and seller and might ultimately have to be
settled in a court of law.

Need for correction of inspection
certificates found to be in error

Of considerable importance in the present handling of
foreign complaints is the fact that AMS does not change ori-
ginal insvection certificates even if they are determined to
be in error. This typically oreempts the likelihood of any
redress by the buvers in courts of law or before arbitration
boards. AMS contends that it has no authority to change ori-
ginal inspection certificates under the Grain Standards Act
or its present regulations, except in the case of appeal
inspections.

Moreover, under present requlations (7 CFR 26.46(d)),
the appeal inspection process generally is not available to
a foreign buyer unless he apoeals before the inspection in
guestion=--that 1is, before the grain is loaded--when he would
not know whether he had a problem with the grain quality.
The requlations provide, however, that the AMS field office
may, upon written request by the apwlicant and the respon-
dents (generally the exporter), waive the requirement that
an appeal inspection be requested before the inspection in
question if a representative file sample is available. At
present sublot file samples for export grain are retained
for 30 days, and composite file samples are retained for 90
days.

In actual practice, USDA does not treat a foreign com~
plaint about grain quality as a request for an appeal inspec-
tion. Also, foreign buyers very seldom request an appeal in-
spection after they receive a grain shipment and decide they
have a problem with the quality, possibly because the regula-
tions tend to discourage such requests., AMS officials could
not recall any such appeal requests but said that they had,
on occasion, advised the foreign buyer and the exporter that
the original inspection certificate was incorrect.

One case which we reviewed illustrates how the present
system works. It involved a foreign buyer who complained to
USDA about a shipment of 10,000 tons of wheat which had been
purchased as number 3 hard amber durum. The buyer claimed
that he had lost about $60,000 because the wheat received was
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number 3 amber durum--a lower priced class of wheat. When
AMS investigated the complaint, it found that the shipment
was in fact number 3 amber durum instead of number 3 hard
amber durum as shown on the original inspection certificate.
The attache furnished the foreign buyer the results of the
the AMS investigation, but AMS did not correct the original
inspection certificate.

The buyer took the case before a foreign arbitration
board and court of law. Both ruled that the U.S. exporter
was not liable for compensating the buyer for the difference
in the price of the wheat purchased and the lower priced
wheat received. The ruling was based on the facts that
(1) the contract provided that the inspection certificate
issued at the time of loading would be the final determinant
of grain quality and (2) the certificate's being in error
was not material unless the certificate was corrected or
superseded.

We recognize there are problems with retaining repre-
sentative file samples of export grain because the grain's
condition may change over time. Possibly research is needed
to determine how long such samples can be retained without
losing their integrity. Nevertheless, we believe ? should
correct, through the appeal process or otherwise, a. original
inspection certificate when it finds that the original certi-
ficate was in error and when there is reasonable assurance
tinat the file sample represents the qguality at the time
of the original inspection with respect to the factor(s)
in question. On the basis of our discussions with AMS offi-
cials, however, we agree that, before such action is taken,
further study is needed to insure that the issuance of
corrected certificates would not place U.S. exporters in
an unduly disadvantageous position.

Need for more timely responses

AMS had not established goals for promptly handlina and
responding to foreign complaints. Also, FAS had not esta-
blished followup procedures to insure prompt responses to all
complaints.

We reviewed the timeliness of USDA's handling of 31 com-
plaints received during fiscal years 1973-75. The complaints
were filed by buyers in the nine countries we visited and in-
volved 63 shipments of wheat, corn, soybeans, and sorghum.

As of October 31, 1975, 24 of the 31 complaints had been pro-
cessed. An average of 166 calendar days had elapsed between
the dates of the complaints and the dates of the responses.
The elapsed time ranged from 86 to 343 days. For the seven
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complaints still being processed, the time from the date of

the complaints to October 31, 1975, ranged from 123 to 238
days.

Most of the processing time was taken by AMS to investi-
gate the complaints and prepare responses. An average of 108
days elapsed between the dates FAS forwarded the complaints
to AMS and the dates of AMS's responses. A Grain Inspection
Branch official told us the delay in processing complaints
was due to other demands on the staff's time.

In addition, FAS files indicated that responses to 4 of
tne 24 processed complaints had not been sent to the foreign
buyers, although AMS had furnished its responses to FAS. 1In
two cases, there was no evidence that FAS had forwarded the
responses to the agricultural attaches. One ¢of these com-
plaints had been received over 2 years ago. In the other
two cases, FAS responded to the attaches involved but there
was no evidence that they had responded to the buyers.

RECENT OFFICE OF AUDIT REPORT ON
USDA'S HANDLING OF FOREIGN COMPLAINTS

In January 1976 USDA's Office of Audit furnished us a
copy of a report on its review of USDA's handling of foreign
complaints., The report identified weaknesses in USDA's
handling of foreign complaints similar to those identified
during our review and discussed in this chapter. The revort
contained a number of recommendations to the USDA agencies
involved for improving the handling of foreign complaints.
The agencies generally agreed with the recommendations and
indicated they planned to take positive action to implement
them.

CONCLUSIONS

Qur interviews in nine countries have shown that many
foreign customers for U.S. grain are dissatisfied. They do
not believe they always get full measure in terms of quality
and weight for the grain they purchase. This has led to in-
creasing pressures to turn whenever possible to other coun-
tries as supply sources or to stop buying U.S. grain alto-
gether. Various evidence suggests that guality and weight
problems have existed for many years, but have become more
critical in recent years. USDA has not been sufficiently
sensitive to the complaints of foreign customers and has of-
fered little assistance to them. The resulting cost in
terms of diminished foreign sales and other effects is not
calculable,
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The general realinement of responsibilities and strength-
ening of procedures for administering the national grain in-
spection system, which we are recommending in chapter 2 (see
pp. 56 to 59), should go a long way toward alleviating the
types of problems foreign customers have experienced. A
soundly conceived and well-administered national grain in-
spection system, the interworkings of which are open to ob-
servation by foreign buyers, should assist materially in
promoting foreign sales and establishing confidence in the
guality, consistency, and reliability of U.S. grain.

Recognizing that the system may not be perfect and that
problems and complaints may arise from time to time, appro-
priate means should be available to investigate complaints,
establish the facts, and correct any erroneous inspection
certificates. At present, foreign customers have no feasible
means to obtain redress in the case of valid complaints,
unless such redress is offered voluntarily by the sellers.

USDA's role in dealing with foreign complaints has been
generally inadequate. Its agricultural attaches, in most
cases, were not fully aware of the extent of foreign buyers'
problems. They said they lacked authority, expertise, or re-
sources for investigating complaints. FAS officials told
us they had instructed the attaches to not get legally in-
volved in investigating complaints. They were simply to ob-
tain the particulars of a complaint and forward the informa-
‘tion to FAS headquarters.

Also procedures at USDA headquarters for handling foreign
complaints were poorly defined and generally ineffectual. No
central coérdinating agency had been designated within USDA,
for example, to insure that all complaints were recorded, in-
vestigated, and responded to and that the combined results
were analyzed for possible use in reexamining inspection
procedures.

RECOMMENDATIONS TO THE
SECRETARY OF AGRICULTURE

We recommend that the Secretary of Agriculture

--direct AMS to (1) determine the possible impact,
particularly on U.S. exporters, of correcting, either
through the appeal process or otherwise, original
inspection certificates found to be in error and
(2) seek legislative authority, if necessary, to
develop and implement procedures for making such
corrections;
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--require ARS, in coordination with AMS, to conduct
research to identify the type and extent of damage
which can be expected to occur when handling and
transporting grain, particularly export grain, and
instruct FAS to notify foreign buyers what they
generally can expect in this regard;

--designate FAS as the central coordinating agency in
USDA for handling foreign complaints and direct
it to strengthen its regulations to require careful
evaluation of each foreign complaint réceived and
to make, or have made, such review as is warranted
to ascertain the pertinent facts;

--direct FAS, in coordination with AMS, to develop
specific regulations or instructions on information
the attaches should obtain from foreign buyers who
file complaints about short weights;

--direct FAS to reemphasize to the attaches the impor-
tance of obtaining information from foreign buyers
about problems with the gquality and weights of U.S.
grain shipments and forwarding it to FAS headguarters
on a regular basis; and

--direct AMS to develop written guidelines, procedures,
and goals for promptly investigating and responding
to foreign complaints and to develop and implement
effective procedures for acting on the results of
investigative findings when they reflect on the
integrity of the national grain inspection system.

USDA COMMENTS AND OUR EVALUATION

USDA concurred in our recommendations and outlined ac-
tions it was taking or would take to implement them. (See
app. VII.) It agreed on the need for a study of the impact
on U.S. exporters of a change in the appeal process when
original inspection certificates are found to be in error
and said that, if the study indicated the need for a change,
it would develop and implement appropriate procedures for
making such corrections. USDA also said that immediate con-
gsideration would be given to intensifying research on damage
in handling and transporting grain, especially in export
channels.

USDA agreed that FAS should be given responsibility for

coordinating all activities related to handling foreign com-
plaints. It said the agencies involved would be instructed
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to forward all quality and weight complaints to FAS for pro-
cessing. Also, USDA said

--FAS had develoved a standard form for use by foreign
buyers in reporting auality and weight complaints,
which would provide detailed information on the cir-
cumstances involved in each complaint;

--FAS was rewriting its regulations to more clearly de-
fine the attaches' role in handling foreign complaints
about grain quality, including a orovision for using
the complaint form;

--gpecific guidelines would be provided to the attaches
outlining the proper handling of quality and weight
complaints:

--attaches would be vrovided background information on
sampling, inspection, weighing, and transportation
procedures; and

~--arrangements were being made for AMS to brief new
attaches and assistant attaches, before overseas as-
signments, on the importance of repvorting complaints.

USDA said that AMS was developing written guidelines,
~procedures, and timeframes for investigating and responding
to foreign complaints and would develop and implement effec-
tive procedures for taking action on the findings when they
reflect on the integrity of the national grain inspection
system. Also, AMS will formalize, on an interim basis,
actions to be taken on weight complaints pending the conclu-
sion of ongoing investigations and the expansion of USDA's
role in weighing export grain.

We believe that implementation of the actions outlined
by USDA will improve its handling of foreign complaints
and demonstrate to foreign buyers that USDA will give their
complaints serious consideration.
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CHAPTER 4

OBSERVATIONS ON THE GRAIN STANDARDS

Many of the persons we interviewed or sent auestionnaires
to regarding the official U.S. grain standards commented that
the present standards could be further refined or amended to
make them more useful. They pointed out that the standards
do not include certain important grain quality indicators but
include other indicators which currently are relatively unim-
portant or unreliable. According to one authority, the stan-
dards were developed and amended over the years primarily to
meet the minimal needs of grain merchandisers, and the needs
of growers and food processors were not adequately considered.

Questionnaires inviting comments on the grain standards
were sent to 560 farmers in Iowa and 500 farmers in each of
five other States--Illinois, Kansas, Oklahoma, North Dakota,
and Nebraska--and to 2,195 country elevators in Illinois,
Iowa, Kansas, and North Dakota. We interviewed 22 grain pro-
cessors and merchandisers in the United States, including corn
and soybean processors, wheat flour millers, feed oroducers,
and grain exporting companies, and solicited the views of a3
number of producer, trade, and State organizations and univer-
sity and USDA researchers involved in grain standards work.
Also, in our visits to 9 foreign countries, we questioned 68
grain buyers about their views on the U.S. grain standerds.

Certain respondents said greater emovhasis was needed on
developing standards which (1) emphasize gualities relating
to a grain's end use, such as protein in wheat and oil and
protein in soybeans, and (2) provide incentives to farmers to
produce higher quality grain. -Some recognized, however, that
before certain refinements or changes can be made to the grain
standards, new eguipment or inspection techniques must be
developed to readily ascertain grade in accordance with the
proposed standards.

Several respondents were critical of cuality factors
included in the standards, such as gradations of color for
particular classes of wheat and degree of damage, which must
be subjectively judged by grain inspectors. Most grain mer-
chandisers and processors agreed that the reliasbility and
accuracy of such subjective determinations were questionable.
The use of subjectively determined gradina factors can result
in disputes between buyers and sellers when separate tests
are made at origin and destination points. It appears to us
that there is no easy solution to this type of oroblem.
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A majority of farmers and country elevator operators
responding to our questionnaire indicated they favored expand-
ing the present standards to include additional guality indi-
cators for such factors as stress cracks, brittleness, protein
content, starch, and mold. They gave much less indication
that they wanted to see any of the existing quality indicators
dispensed with.

AMS officials have asserted that a planned research oro-
gram on the grain standards and inspection procedures is
needed. Needs for such research were also expressed by many
members of the grain industry and by several agricultural ex-
perts. AMS officials said that only limited research has been
done in these areas since the Grain Standards Act was first
passed in 1916. They said that, as a result, the standards do
not fully reflect the quality or condition of grain and en-
courage unacceptable blending of low~-quality grain or foreign
material with good-quality grain. They also said inspection
procedures are, in certain instances, subjective, time con-
suming and subject to error.

Some interviewees said ARS, especially the U.S. Grain
Marketing Research Center at Manhattan, Kansas, had not done
as much research on grain standards and inspection vrocedures
as desired. One of the main functions of the center, which
became operational in 1971, was to conduct research on (1)
grain quality in marketing channels and (2) developing tests
for factors in the grain standards as well as for other impor-
tant factors which reflect grain guality but are not in the
standards. According to the center's annual report for fiscal
year 1975, only limited work was conducted in the grain grades
and standards areas because of budget limitations. An ARS
official said about 15 percent of the center's staff time had
been directly devoted to such research.

AMS officials said AMS had, in the past, provided ARS with
lists of research needs in the areas of grain standards and in-
spection procedures. ARS officials said ARS had not always
assigned the same priority to them as AMS and had devoted its
research efforts to areas it believed were of high prioritv.
One ARS official said the AMS lists were long, general, and
frequently modified. He suggested that the lists be narrowed
down to a limited number of well-specified requests.

Dr. Lowell D. Hill, Professor of Agricultural Economics,
University of Illinois, in a study prevared for us, said it was
essential that those gquality factors having economic importance
to major domestic and foreign users be identified in the stan-
dards, that improved methods and equipment be developed for mea-
suring these factors, and that research be conducted to deter-
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mine the economic effect of alternative grading systems and
quality factors. He said the agency assigned to administer
the grades and standards would need to carry out or at least
coordinate such research.

IMPORTANT QUALITY FACTORS NOT CONSIDERED
IN THE PRESENT GRAIN STANDARDS

The grain standards should provide a basis for describ-
ing important quality characteristics of specific lots of
grain in a manner which best serves the needs of both buyers
and sellers. The following are some frequently cited gual-
ity factors which our respondents considered to be important
but which are not included in the present grain standards.

Susceptibility to breakage (corn)

According to many processors and merchandisers, a mea-
surement of corn's susceptibility to breakage is an important
indicator of corn quality and should be incorporated into the
grain standards.

Before being used, corn may be handled many times. In
such handling, deterioration of quality--corn kernel breakage
and damage--can occur. Broken kernels are more susceptible
to mold and infestation and cannot be readily used by some
corn processors.,

Various harvesting, drying, and handling technigques, if
not properly managed, can increase corn breakage, according to
corn processors. Harvesting at high moisture content, field
shelling, and artificial drying can all increase susceptibil-
ity to breakage. There is little incentive at present, how-
ever, to reduce this susceptibility because the existing
grain standards do not provide for classifying corn for its
susceptibility to breakage. Large differences in corn's
susceptibility to breakage can occur without accompanying
adjustments in the corn's grade or price.

One indicator of corn's susceptibility to breakage is
stress cracks. Stress cracks are fissures or hairline frac-
tures believed to be caused by fast, high-temperature drying
of high-moisture corn. Some corn processors check for stress
cracks before purchasing. Many of the corn processors and
merchandisers we interviewed suggested that a measurement
of stress cracks be included in the official grain standards.

The most frequent complaint from foreign respondents
involved excessive corn breakage. Because of extensive

87



handling, corn-guality deterioration tends to be critical

with exported corn. Since quality deterioration is more
likely if the corn is highly susceptible to breakage, reduc-
tion of this susceptibility could improve the quality of

U.S. export corn shipments. Some recognition of this factor
in the grain standards might help provide the incentives
needed to improve harvesting, drying, and handling technigues.

An AMS official said he believed a measurement of
corn's susceptibility to breakage was desirable, provided a
test to consistently and reliably determine it can be
developed. At present, such a test is not available. ARS
has done some research in this area. AMS officials said more
such research is needed.

Protein content (wheat)

Some wheat processors, merchandisers, and others affi=-
liated with wheat marketing said that, in their view, the
grain standards should include protein content as a factor
in grading wheat or provide for uniform protein content
testing. Protein content is an important general indicator
of the milling and baking qualities of hard wheat. It is
also rated as one of the most important quality fac' :s
used by millers to select and purchase certain whea. lots,

Until recently, however, ‘a procedure has not been
available to rapidly determine wheat's protein content. Ac-
cording to AMS officials, equipment to rapidly measure pro-
tein (and o0il and moisture) has been developed recently and
placed in operation at some grain elevators and commercial
grain-grading laboratories. They consider the equipment,
for which ARS developed the basic technology, to be generally
workable at the country elevator and inland terminal levels
but said additional testing and refinement of procedures
were needed before the equipment could be approved for
widespread use.

Many farmers, particularly those in winter wheat-pro-
ducing areas, are not paid for the specific protein content
of their wheat. There are two main reasons for this: (1)
the volumes of wheat moving into the country elevators at
harvest time are too large to permit the delay that would
result from existing protein-testing methods and (2) many
elevators do not have sufficient storage space to segregate
wheat by small variations in protein content. Marketing
specialists and others told us that, since there is no price
differential between high~ and low-protein wheat delivered
to the same location, there is little incentive for farmers
to select and grow wheat varieties yielding more protein,
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Country elevators, on the other hand, which market wheat
on the basis of protein content, could benefit from uniform
protein-content testing and thereby reduce their marketing
problems. Some country elevators obtain independent protein-
content tests on shipments to terminal markets by submitting
samples to private or State laboratories. Prices paid to
country elevators for delivered wheat, however, are usually
based on protein determinations made at destinations.

Because a rapid orotein-testing method has not been
available and because sampling practices are not uniform,
differences in determinations between country and terminal
markets have occurred. A number of country elevator opera-
tors have complained about inequities in sales contract
settlements of protein content. Also, some foreign buyers
have complained of receiving wheat shipments with low protein
content. Most of the foreign wheat buyers we questioned
said it was very important to include provisions for measuring
protein content in the grain standards.

According to AMS officials, recognition of specific
protein content in payments to farmers is a desirable goal.
They said that, when a rapid, practical, and accurate protein-
testing method becomes operational on a national basis, they
will propose incorporation of orotein content in the grain
standards but not as a grade-~determining factor.

0il and protein content (soybeans)

Although oil and protein content are considered highly
important quality indicators for soybeans, the present grain
standards make no reference to them. AMS officials told us
that, when a rapid, practical, and accurate method to measure
soybean o0il and protein content becomes operational on a
national basis and when such gquality factors meet market
acceptance, these factors may replace much of what is now
included in the soybean standards.

Before purchasing soybeans, major processing companies
survey particular geographical areas during the harvest season
and take samples to determine oil and protein content, Pur-
chasing is thereafter directed toward those areas which vro-
duce soybeans having the most desirable oil and protein
content. Farmers from those areas may receive somewhat higher
prices due to this competitive process, but according to
officials of a producer association and AMS, individual
farmers generally lack incentive to improve the quality or
increase the guantity of soybean o0il or orotein because they
are not paid on the basis of the svecific oil or protein
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content. The producer association officials also said that
some foreign buyers had expressed concern about the decreasing
protein content of U.S. soybean exports.

QUALITY FACTORS IN THE PRESENT
STANDARDS WHICH MANY USERS QUESTION

Our respondents made the following general comments on
certain gqguality factors included in the present standards.

Test weight per bushel (corn)

The validity and usefulness of the grading factor "mini-
mum test weight per bushel" for corn were questioned by a
number of people in or affiliated with corn marketing. Test
weight per bushel is a measurement of the weight of corn re-
quired to fill a bushel measure of 32 guarts. Farmeéers
delivering corn with test weights below 54 pounds normally
receive price penalties--test-weight discounts. The use of
test weight as a discount factor can be economically important.
For example, in 1974, Illinois farm income was reduced an
estimated $12 million by discounts for low-test-weight corn.

Researchers have found that no large nutritional differ-
ences exist between corn with test weights of 52 and 59 pounds
per bushel and have raised doubts about the validity of the
test~weight factor. University of Minnesota researchers have
gquestioned whether the discounts themselves are reasonable and
whether they penalize low-test-weight corn more or less than
is warranted from a nutritional and energy value standpoint.

A relationship exists between corn test weight and mois-
ture content which, if ignored, can result in inappropriate
discounts for low-test-weight, high-moisture corn. To compare
different lots of corn, we were advised, test weights should
be adjusted to a common moisture basis or taken at a compara-
ble moisture content. If they are not, the test-weight
discount can become an additional penalty against high mois-
ture, which is also discounted in the market.

Some corn processors avoid purchasing low-test-weight
corn because lower test weights, particularly under 52 pounds
a bushel, may reduce the yields of various corn products.
Some processors, however, consider test weight an unimportant
factor for determining quality. Corn damage factors and
cleanliness were sometimes considered to be more important.
Some processors cited a preference for purchasing corn on the
basis of qualities relating to corn products, such as starch,
protein, or oil content, rather than test weight, provided
an accurate and fast test can be developed.
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AMS officials said they recognized the inadequacies of
test weight as a grading factor and agreed that it was imma-
terial for indicating nutritional values. They plan to
remove test weight and moisture as grading factors for corn
but will continue to reguire disclosure of these measures on
inspection certificates.

Broken corn and foreign material

The grading factor BCFM does not provide enough relevant
information to some users since it does not distinguish be-
tween (1) broken corn, which is frequently usable, and (2)
foreign material, such as dirt, stones, and other types of
grain, which may not be usable. The BCFM factor measures
the amount of corn kernels, pieces of kernels, and all other
matter which fall through a sieve prescribed in the grain
standards. It also includes distinguishable matter other
than corn which does not pass through the sieve. Refining
the BCFM factor has been suggested for some time by proces-
sors, foreign buyers, and researchers. Some favor separating
BCFM into (1) broken corn and (2) foreign material.

According to one AMS official, another problem with the
current test for BCFM is that, since the size of the sieve
hole does not allow larger broken or cracked kernels to pass
through, these kernels are not recognized as BCFM and affect
the grade only if they are otherwise damaged, such as molded,
sprouted, infested, or diseased. However, these larger bro-
ken or cracked kernels may be just as susceptible to disease,
insect attacks, or other damage as smaller broken kernels.

Some processors we interviewed had devised or specified
their own BCFM standards for corn purchases., For example,
one used a sieve with larger holes than those prescribed in
the present standards. This processor found that the smaller,
standard-size sieve allowed too many larger broken or cracked
kernels more appropriately classified as BCFM to remain in
the corn. An AMS official said AMS was considering revising
the grain standards to recognize the difference between broken
corn and foreign material.

Characteristics of U.S. number 1 corn

The need for maintaining the category "U.S. number 1
corn" in the present form seems unrealistic, according to
comments we received. Respondents pointed out that corn with
the characteristics specified in the grain standards as num-
ber 1 is not traded extensively; the moisture content speci-
fied for number 1 corn could indicate overdrying, making
product recovery more difficult; and the higher test weight
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per bushel for the number 1 grade is not necessarily an
indicator of higher product yields.

AMS officials said they have considered revising the
corn categories but have not yet developed any proposals.

Test weight and splits (soybeans)

Most soybean processors and merchandisers interviewed
indicated that the present soybean-grading factors, "test
weight" and "splits," had little impact on soybean quality.
Soybean test weight is defined similarly to corn test weight
and is a measure of density. Soybean splits are otherwise
undamaged soybeans with a portion missing.

A number of processors and merchandisers told us that
test weight is not a good indicator of product yields. An
official of a major producer organization said most proces-
sors get about the same 0il or protein content from soybeans
having test weights of from 52 to 60 pounds. The incidence
of splits, we were advised, would become important only if
soybeans were stored for a long period, since oil might be-
come rancid. AMS officials said that they agreed that test
weight and splits are relatively unimportant as soybean
guality indicators. They intend to remove test weight as
a grading factor, although it will continue to be shown on
inspection certificates.

CONCLUSIONS

Although we did not make a comprehensive analysis of
the present grain standards, our inquiries showed that there
are significant problems and guestions which warrant further
analysis and attention by USDA. USDA has not been suffi-
ciently concerned about the need for adeguately directed
and coordinated research on the grain standards by its several
agencies. Research is needed to develop more sophisticated
grain-testing equipment and to provide a sound basis for
further refining and amending the standards to improve their
usefulness to the entire grain-marketing chain, from the
farm level to the final consumer.

RECOMMENDATION TO THE
SECRETARY OF AGRICULTURE

We recommend that the Secretary of Agriculture intensify
research and development on the U.S. grain standards and pro-
vide for greater coordination and cooperation among the USDA
agencies with research and marketing responsibilities.
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USDA COMMENTS

USDA concurred in the need for intensified research and
development in further updating U.S. grain standards. (See
app. VII.) It said AMS and ARS would first jointly design
and cost out priority research proposals for use in request-
ing adequate personnel and funds and, with a higher level
of resources, grain standards could be systematically evalu-
ated and- highest priority research activities could be
conducted in tandem to expedite the needed changes.
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CHAPTER 5

SCOPE OF REVIEW

Our evaluation of the national grain inspection system
included a review of legislation, regulations, and instructions
“and various reports, studies, articles, and financial and opera-
ting records pertaining to grain standards and the grain in-
spection system. At the Federal level, we held discussions with

--present and former AMS headquarters and field office
officials;

--agricultural attaches and other FAS officials;

--ARS officials in Washington, D.C.; Hyattsville, Maryland;
and Manhattan, Kansas;

--other USDA officials, including those of the Offices of
Audit and Investigation; and

--Department of Justice officials.

We visited 13 AMS field offices and a number of designated
inspection agencies and inspection points, as follows, where
we observed grain handling and inspection operations, reviewed
records, and conducted interviews.

Designated Number of
inspection inspection
AMS field office agencies points
Beaumont, Texas 1l 2
Des Moines, Iowa 3 10
Duluth, Minnesota 2 8
Grand Forks, North Dakota 4 0
Houston, Texas 2 5
Minneapolis, Minnesota 1 3
Montreal, Canada 0 0
New Orleans, Louisiana 5 8
Peoria, Illinois 4 7
Philadelphia, Pennsylvania 1 1
Portland, Oregon 2 5
St. Louis, Missouri 3 3
Seattle, Washington 1 3
a/

Total 9 35

a/Includes duplicate visits to two designated inspection

T agencies. Representatives of the Minnesota inspection
agency were contacted during visits to the Duluth and
Minneapolis AMS field offices. Representatives of the
Washington inspection agency were contacted during visits
to the Seattle and Portland AMS field offices.
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We also visited other agencies responsible for grain-weighing
activities.

We interviewed or mailed questionnaires to various persons
knowledgeable of the grain trade and grain inspection in the
United States and in 10 foreign countries: Canada, India, Israel,
Italy, Japan, Korea, the Netherlands, Spain, the United Kingdom,
and West Germany. We obtained their views on matters relating
to inspection and grain standards. The number of persons
interviewed or contacted was as follows:

Mail questionnaires Number mailed Replies received

Officials of States with

grain inspection agencies 23 20
Country elevator operators 2,195 890
Farmers 3,060 1,486

Personal interviews Number
Domestic:

Country elevator operators 48

Grain processors and merchandisers 22

Educators and researchers 12

Trade association representatives 3

State agency officials 4
Foreign:

Grain buyers 68

Trade association representatives 10

Arbitration board representatives 2

Government grain inspection

agency officials 3
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U.S. GRAIN PRODUCTION
1974 CROP (note a)

Bushels
State Value Wheat Corn Soybeans Other Total

Illinois $ 4,117 54 831 208 28 1,121
Iowa 4,053 1 948 199 89 1,237
Minnesota 2,167 81 360 85 132 658
Kansas 2,141 319 131 21 142 613
Indiana 2,067 50 388 98 13 549
Nebraska 1,841 99 381 29 92 601
Ohio 1,640 65 266 80 30 441
Texas 1,381 53 74 8 321 456
North Dakota 1,322 205 7 3 b 319
Missouri 1,310 38 149 96 J 309
South Dakota 725 58 77 8 104 247
Oklahoma 656 134 8 5 31 178
Arkansas 653 10 1 86 11 108
Wisconsin 621 3 154 4 86 247
Montana 604 120 1 - 46 167
Michigan 578 38 110 13 21 182
Washington 571 122 4 - 18 144
Colorado 448 68 46 - 21 135
Idaho 345 62 2 - 35 99
Louisiana- 341 1 4 45 1 51
Total, 20 27,581 1,581 3,942 988 1,351 7,862
States
Other States 5,297 212 709 245 238 1,404

Total, United
States $32,878 1,793 4,651 1,233 1,589 9,266

a
During the 1974 growing season, a combination of adverse
weather conditions in major grain-growing areas caused wide-
spread damage to U.S. grain crops.
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GRAIN EXPORTS BY
COUNTRY OF ORIGINAL DESTINATION
FISCAL YEAR 1975

. _ Bushels _
Country Value Total Wheat Corn Soybeans Other

Japan 2,208 484 113 200 87 84
Netherlands 1,236 270 17 164 75 14
West Germany 859 168 7 110 48 3
Spain 680 152 1 104 46 1
India 657 158 158 - - -
Italy 571 127 9 90 27 1
Mexico 524 124 31 56 5 32
Republic of Korea 428 90 63 14 i 12
Iran 357 73 64 5 - 4
Union of Soviet

Socialist

Republics 355 83 36 46 - 1
Republic of China 259 45 13 10 22 -
Israel 245 59 12 8 13 26
Peoples Republic

of China 224 61 55 1 5 -
Portugal 224 55 12 38 2 3
Canada 217 52 - 37 14 1
United Kingdom 187 42 9 25 7 1
Egypt 186 43 25 18 - -
Venezuela 165 35 18 2 15
Peru 155 37 23 13 1 -
Poland 152 40 2 25 5 8
Algeria 135 22 22 - - -
Pakistan 134 31 31 - - -
Bangladesh 128 29 29 - - -
Romania 127 36 33 1 2
Belgium-

Luxembourg 125 28 5 11 4 8
Turkey 116 24 24 - - -
France 110 17 5 2 10 -
Other 1,758 384 215 112 _30 27
Total $12,522 2,769 999 1,122 405 243
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LEGISLATIVE HISTORY OF THE
UNITED STATES GRAIN STANDARDS AND WAREHOUSE ACTS

Before the 1916 enactment of the United States Grain
Standards and Warehouse Acts, the grading, weighing, and
warehousing of grain were regulated exclusively by the States.
With each State enacting separate legislation, a patchwork of
standards and regqulations developed. There was no uniform,
nationwide system for inspecting, grading, weighing, and
storing grain. Thus, in 1916, the Congress enacted the two
acts to provide greater uniformity and standardization in
inspecting, grading, weighing, and warehousing grain stored
for or traveling in interstate and foreign commerce. The
~acts addressed different stages or aspects of the grain-
marketing system and were designed to remedy different evils.
(See Act of August 11, 1916, c¢. 313, pts. B and C, 39 Stat.
482, 486.)

INSPECTION AND GRADING

The Grain Standards Act was intended to eliminate two
major problems that plagued the pre-1916 grain inspection and
grading system, First, there was a lack of uniformity in
grading grains at various terminal markets. The injustice
that resulted from the lack of uniform grain standards was
. described in several Senate committee reports 1ssued prior
to passage of the act:

"The grain raised on a farm in Iowa may

be shipped to three different points--
Minneapolis, Chicago, and Kansas City.

The rules of grading in Minneapolis for a
certain grade of grain would reguire that

it weigh a given number of pounds per

measured bushel, contain a certain percentage
of a particular kind of grain, possess a
certain color, etc. The Chicago rule for
determining the same grade will differ con-
siderably from the Minneapolis standard,

and the Kansas City standard will be different
from either of the others. ©Now, as the price
of grain is dependent solely upon the

grade it receives, this same grain would have
three different values placed upon it at these
three different terminals. These divers systems
open up an immense field for manipulation in
grades, which always works to the detriment

of the producer. Because of this lack of uni-
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formity one shipment of grain may receive as
many different grades as there are different
markets through which it passes." (S. Rept.
216, 63d Cong., 2d sess, 2 (1914).)

Second, before 1916, the system of inspecting and grading
grain, regardless of whether it was operated under State laws
or board of trade rules, was firmly controlled by boards of
trade. The boards of trade, in turn, were dominated by pur-
chasers at the major terminal markets. As a result, these
purchasers were able to manipulate the grain inspection and
grading system to their own financial advantage.

More specifically, on the basis of wvarious public and
private commissions' reports, there was substantial evidence
that the rules for handling grain, including inspection and
grading, favored the terminal market purchasers. The appoint-
ment of inspectors, the fixing of grades, and appeals from
inspectors' decisions generally benefited these purchasers.

In addition, it appeared that the boards of trade and pur-
chasers at various terminal markets reqgularly engaged in a
variety of unfair business practices, including (1) operating
a system of "rigid and easy" inspection, with rigid inspection
of grain entering the terminal markets and lax inspection
leaving those markets, (2) falsely certifying the grade of
grain, and (3) mixing and adulterating grain. (See S. Rept.
216, supra, 2-4; 53 Cong. Rec. 7043-46 (1916) (remarks of
Representative Moss).)

In short, due to the lack of uniform grain standards and
the domination of the grain inspection and grading system by
boards of trade and purchasers at the terminal markets, farmers
and independent shippers were compelled to accept lower grades
and less money for their grain. The ultimate foreign and
domestic purchasers, on the other hand, regularly received
a poor quality of grain under inspection certificates indi-
cating higher grades. Conseguently, the U.S. grain trade
suffered, and a Federal grain standards law was necessary
to establish and protect the integrity of the grain inspec-
tion and grading system.

The Congress sought to eliminate the corruption and un=-
fair business dealings that characterized the pre-1916 grain
inspection and grading system by (1) establishing an official
inspection and certification system for grain and other agri-
cultural products, (2) requiring official inspection and cer-
tification of certain shipments of grain and other products,
(3) making available the services of the official inspection
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and certification system to parties with an interest in other
types of shipments, (4) prohibiting certain conflicts of
interest on the part of official inspection personnel, (5)
authorizing the Secretary of Agriculture to use specific
administrative sanctions to prevent abuses of the official
inspection and certification system, and (6) defining speci-
fic prohibited acts and criminal penalties.

As originally enacted, the Grain Standards Act required
official inspection and certification of all grain shipped,
or delivered for shipment, in. interstate or foreign commerce
for sale by grade. (Act of August 11, 1916, c. 313, §4, 39
Stat. 483.) 1In 1968, however, the act was amended to require
official inspection and certification only for grain exports,
thereby removing the reguirement for official inspection and
certification of all interstate shipments. (Pub. L. 90-487,
§5, 82 Stat. 763; S. Rept. 1372, 90th Cong., 2d sess. 2, 9
(1968), H. Rept. 1344, 90th Cong., 2d sess. 2, 24 (1968).)
Under the law today, an interested party may request official
inspection and certification for any grain in the United
States and for U.S. grain in Canadian ports. (7 U.S.C. 79(b)
(1970).) It is no longer mandatory, however, that interstate
shipments of grain be inspected and graded under the official
inspection and certification system established in the act
and the implementing regulations.

WEIGHING AND STORAGE

Before 1916, the U.S. grain trade also was adversely af-
fected by .a lack of adequate and uniform regulations for
weighing and storing grain. A House committee report accom-
panying an earlier version of a Federal warehouse act described
the basic weaknesses of the State-regulated warehousing
system then in existence.

"An essential weakness of our present
system is found in a lack of adeguate
storage facilities, and in the further
fact that there is no proper relation-
ship between it and the banking system
of the country. Both these defects
must be remedied. A new system of
banking is being organized which, for
the first time, recognizes .agricultural
products as a proper basis for credit.
It is therefore of the highest importance
that in making these important changes
in our warehouse and .marketing systems
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consideration should be had to bring
these agencies into the most favorable
contact to the end that the producer
may obtain the greatest benefit from
each.

"Under provisions of this bill uniform
warehouse receipts will be issued on
staple and nonperishable agricultural
products stored in governmentally
licensed warehouses, protected by ample
bond, graded, weighed, and certified
‘by governmentally licensed inspectors.

"A warehouse receipt to be of the fullest
strength as collateral and as readily
negotiable as possible in the financial
markets of the country must be such a
receipt as is of undoubted integrity.
Such a system would create a form of
security good beyond all doubt and one
that would command the confidence of the
commercial and investment banking world."
(H. Rept. 1135, 63d Cong., 2d sess. 4
(1914).)

As the House report indicates, the Warehouse Act origin-
ally was enacted for two purposes, one regulatory and one
nonregulatory. The regulatory purpose was to improve the
storage facilities in which grain and other agricultural
products were stored. The act

--authorizes the Secretary of Agriculture to investigate,
license, classify, and prescribe duties for warehouses
and warehousemen;

--authorizes the licensing of competent persons to in-
spect, sample, or classify agricultural products stored
in a licensed warehouse; and

~--establishes standards for the conduct.of a warehouse,

The Secretary is also authorized to cooperate with State
officials charged with enforcing State warehouse laws. ow-
ever, warehouses licensed under the Warehouse Act are subject
to the exclusive control of the act. Until 1931, Federal ware-
house legislation was subservient to State regulation. (See
Rice v. Santa Fe Elevator Corp., 331 U.S. 218 (1947).)
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The act's other purpose, and probably its primary pur-
pose, was to provide a mechanism through which farmers would
be able to obtain short-term credit. As explained on the
House floor, it was believed that the integrity and uniformity
of warehouse receipts resulting from a Federal warehouse law
would increase the availability of farm credit by making the
receipts more readily negotiable.

"It is a well-known principle in economics that
standardized, uniform security always is most
negotiable and always commands the lowest rate
of interest. A Federal warehouse law insures
beyond doubt uniformity in character of ware-
houses, uniformity in methods of inspection,
uniformity in methods of weighing and grading,
uniformity in the standard of measurement--grade--
and above all, and more important than all, such
a system provides for a uniform warehouse re-
ceipt, or credit instrument, for the same product
in every State in the Union. Each receipt,
whether issued from a warehouse in Teaxas [sic]
or in South Carolina for a like product will
carry on its face the same story and will be
issued under the same rules and regulations and
protected by the same law. Such a receipt must
be of the highest collateral value and it is

my belief that it would flow at once into the
general system of securities and become
realizable upon at any time in the general
market of securities." (53 Cong. Rec. 5925
(1916) (remarks of Representative Lever).)

REGULATORY SCHEME--THEN AND NOW

To achieve the purposes for which the Grain Standards and
Warehouse Acts originally were enacted, the Congress did not
adopt a system requiring direct Federal intervention in the
grain-marketing system, although there was some support for
that approach in the Congress. (See 53 Cong. Rec. 10506
(1916) (remarks of Senator Shafroth).) Instead, the Congress
adopted a system of Federal supervision. The Secretary of
Agriculture was authorized to prescribe standards and regula-
tions governing the inspection, grading, and warehousing
of grain and to issue licenses to employees of State or
private agencies to implement those standards and requlations.
Under the acts, Federal licensees were given the immediate_
responsibility for inspecting, grading, weighing, and storing
grain, and the Secretary of Agriculture was authorized to
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promulgate standards and regulations and to act in a supervi-
sory capacity as the licensing agency. (See 53 Cong. Rec.
7043-46, 10506 (1916) (remarks of Representative Moss and
Senator Shafroth).)

Over the years, both acts have been amended on several
occasions. In 1931, the Congress amended section 29 of the
original Warehouse Act to guarantee the supremacy of Federal
requlations over conflicting State regulations. (Act of
March 2, 1931, c. 366, §9, 46 Stat. 1465.) Moreover, in 1968,
the Grain Standards Act was substantially revised. (Pub. L.
90-487, 82 Stat. 761.) Despite these amendments and revisions,
however, the acts' basic regulatory approach has remained un-
changed. Today, the Grain Standards and Warehouse Acts still
provide for Federal licensing of employees of State or private
grain inspection agencies and of warehouse operators, restrict-
ing the Federal Government to a supervisory role. (See
hearings on S.J. Res. 88 before the Subcommittees on Foreign
Agricultural Policy and on Agricultural Production, Marketing,
and Stabilization of Prices, Senate Committee on Agriculture
and Forestry, 90th Cong., lst sess., pt. 1, at 12 (June 19,
1975) (testimony of J. Phil Campbell, Under Secretary, USDA).)
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DESCRIPTION OF CANADIAN GRAIN
INSPECTION SYSTEM

Grain inspection in Canada is provided by the Canadian
Grain Commission, an agency of the Canadian Government.
The Commission is responsible for establishing grain grades
and standards and for implementing a system for grading
and weighing grain. The Commission's Grain Inspection
Division employs about 450 persons and provides full-time
inspection services at 15 locations and part-time services
at 3 locations. Inspection services are also provided on
request.

The Commission's Grain Weighing Division employs about
230 persons who supervise the weighing of all grain received
at and shipped from terminal elevators except Government-
owned elevators operated by Commission personnel. The Commis-
sion’s Grain Research Laboratory Division, with 75 employees,
is responsible for maintaining a laboratory for conducting
applied and basic research in grain and matters relating to
grain and grain products.

Applicants for inspection positions are selected for
aptitude and must serve at least 1 year on probation as
assistants. After 2 years of training as assistants, they
become eligible to grade grain under close supervision,

At this stage, they are examined on theory and practical
grading procedures. A total of about 5 years of training

is required before a candidate becomes officially qualified
to grade grain. Staff-training programs are subsequently
carried out, and inspectors are periodically tested on their
proficiency to identify varieties of grain and on other
general knowledge. Once an inspector is officially quali-
fied to grade grain, his work is regularly supervised

by supervisory personnel who regrade a minimum number of
samples he has graded.

Most grain officially inspected on entry to or discharge
from a terminal elevator is sampled by automatic mechanical
sampling devices that are both installed and operated under
supervision of the Inspection Division.

The inspection system provides that, if a party appeals
the grade assigned, the sample will be reviewed by the inspec-
tor in charge, the Division's Chief Grain Inspector, and
finally, the Grain Appeal Tribunal. 1In the case of a com-
plaint received after a cargo has arrived at a foreign des-
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tination, the Commission investigates all circumstances re-=
lating to the grading and weighing of the grain and the fitness
of the vessel. In some cases, the Commission sends a repre-
sentative abroad to evaluate circumstances relating to the
complaint. The investigations are not concluded until the
issue is resolved.

There are about 1,600 country (primary) elevator locations
in Canada. Although the inspection service does not extend
to country elevators, the operators can submit samples for
grading to the Commission. Country elevator operators grade
the grain delivered by farmers, but farmers may appeal to the
Commission when they disagree with the grade given on the grain
delivered. A sample satisfactory to both the farmer and the
elevator manager is submitted to a Commission inspector who
notifies both of the results.

The Commission has a licensing authority that is used
to maintain quality control throughout the Canadian handling
system. An elevator cannot handle grain under official grade
names established under the Canada Grain Act unless it is
fully licensed by the Commission. The act requires that
construction and alteration plans for elevators be submitted
to the Commission for approval before licenses are issued.
It also specifies that all licensed operations maintain handling
equipment and storage facilities in efficient condition to
minimize damage of grain while handling and to prevent de-
terioration during storage. Licensed elevators are regu-
larly inspected by Commission inspectors. Failure to comply
with license requirements may result in suspension or loss
of a license.

The cost of the inspection and weighing services is
recovered by charging inspection fees, The 1974 combined fee
was $6.75 for each railcar or truck or each 1,000 bushel sublot
of grain being loaded for export.
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DEPARTMENT OF AGRICULTURE
OFFICE OF THE SECRETARY

WASHINGTON, D. C. 20250

January 2 8, 1976

Mr. Henry Eschwege, Director

Resources and Economic Development
Division

General Accounting Office

Washington, D.C. 20548

Dear Mr. Eschwege:

This is in response to your letter of January 19 requesting the
Department to review and comment upon the GAO draft report to the
House Committee on Agriculture and the Subcommittee on Foreign
Agricultural Policy of the Senate Committee on Agriculture and
Forestry by the General Accounting Office entitled "Assessment of
the National Grain Inspection System and Certain Related Matters.”
We have reviewed the report and want to assure you that the USDA
will continue to give full attention, within the limits of our
resources, to improve the national grain inspection and weighing
system.

Although no reference is made in the draft report to the issue of
Federal original inspections of grain on an interim basis, we must
convey to the General Accounting Office that one of our most vital
needs is for immediate authority authorizing the USDA to perform
original inspections of grain on an interim basis. Actions have
been and are being taken to revoke the designations of official
inspection agencies for violatiomns of the U.S. Grain Standards Act.
In a situation where the designation of an official inspection
agency has been revoked, a replacement agency must be immediately
identified and action taken to continue the inspection service.

Our limited experience in this regard clearly indicates that it
will not always be possible to immediately organize a new official
inspection agency or to identify an existing official inspection
agency willing to assume the needed inspection responsibilities.
Therefore, it is necessary that emergency legislation be passed
giving authority to the USDA to provide original inspection on an
interim basis to assure continuity of inspection until a replace-
ment official inspection agency can be designated. Therefore, we
shall appreciate your considering the insertion in the fimal report
of a recommendation that the Department be immediately granted such
authority.
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In summary, we are currently moving ahead aggressively in the
port area with all actions necessary to secure and maintain the
integrity of the grain inspection system. These actions involve
a combination of stricter application of existing regulations

and promulgation of additional regulations under existing statues.
We _believe strongly, however, that the best interest of the-
Department, the grain trade, U. §. producers and our foreign
customers can best be effectuated by rapid passage of H. R. 9467.
This will provide, among other needed reforms, authority for the
USDA to provide original inspection on an interim basis.

We are enclosing the Department's comments for your consideration
in preparing the final draft.

Sincerely,

6?41‘0./
OHN A. KNEBE

Under Secretary
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Comments on Recommendations of the Draft Report
-to the House Committee on Agriculture and the Sub-
committee on Foreign Agriculture Policy, Senate
Committee on Agriculture and Forestry.

The Department has reviewed the recommendations set forth in the GAO draft
report on pages 58 through 60 and finds these technically and organizationally
feasible to implement. However, the Department is not in total agreement

with the recommendations. The following comments represent the Department's
position with respect to the recommendations.

Recommendation 1:

The GAO recommends that USDA be directly responsible for all grain sampling,
inspection, and weighing operations and for issuing official inspection
certificates at all port elevators and at major inland terminal elevators.

A. Comments on Sampling, Inspection, and Certification Operations:

The Department does not concur with Recommendation 1. The Department's
position is that legislation introduced as H.R. 9467, known as Foley Bill,
will provide for an efficient and the most cost effective grain inspection
system of the alternatives examined by the Department. The Departmen
proposal would (1) provide clear authority to eliminate actual and pot :ial
conflicts of interest, (2) require official inspection agencies to assume
added responsibilities for training, staffing, and adequate supervision of
their employees, (3} provide clear authority to suspend or revoke desig-
nations of official inspection agencies, (4) provide for withholding of
inspection service for grain firms for violation of the Act, (5) provide
authority for USDA to perform original inspections on an interim basis
during revocation or suspension proceedings, (6) provide for sufficient
personnel to handle the work effort; i.e., appeals, original inspection

on an interim basis, and supervision activities, and (7) increase penalties
for violations of the U.S. Grain Standards Act by licensees, official
inspection agencies, and grain firms.

B. Comments on Weighing Operations.

The Department does not concur with Recommendation No. 1. The
Department's position is that separate legislation providing for a
Federal-State-Private system of weight supervision at port elevators
would provide for an efficient and most cost effective grain weighing
system of the alternatives examined by the Department. Such legis~
lative authority would embody the same concepts as H.R., 9467, known
as the Foley Bill, which applies to grain inspection.
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Recommendation 2:

The GAO recommends that USDA be authorized to provide inspection services
(including grain sampling, grading, and weighing), on a request basis,
under contracting or licensing arrangements at minor inland terminal and
country elevators, where volumes are low or sporadic. Such services
should be provided under USDA-prescribed standards and procedures and

be subject to USDA review and -supervision.

A. Comments on Sampling, Inspection, and Certification Operatioms:

The Department does not concur with Recommendation 2. We recommend
that the Department continue to designate official inspection agencies
at any place in the U.S. where inspection services are requested. Such
provisions aré incorporated in the legislation introduced as H.R: 9467
(Foley Bill). With increased levels of supervision, statistically
determined, designation conditions imposed upon official inspection
agencies can be tightly controlled.

B: Comnmernts qh Weighing .Qperations:

The Depaztment does not concur in this récommendation with
respect to weighing. We do not believe the report adequately
supports the recommendation that the weighing system at the
interior needs to undergo drastic change. According to the
report 2195 country elevators were sent a questionnaire with
829 responding, 339 respondents indicated dissatisfaction
with weights and grades at destination with 156 of these
specifically identifying dissatisfaction with weights.

On a percentage basis 15 percent of the country elevators
contacted said they were dissatisfied with weights and
grades with 7 percent singling out weights. The report

also makes a comparison between origin and destination
weights on 514 barges and 242 rail shipments stating

that the net aggregate shortage was nearly 200,000 bushels.
This seems to be a large quantity, but when compared to the
total quantity involved of about 25 million bushels, the

net aggregate shortage amounts to only 3/4 of omne percent.

We do not believe that any welghing system will significantly
reduce net shortages in quantity at destination below 1/2
percent. We believe that the report's statistics on wcighing
supports USDA's position that it is not necessary for USDA to
become involved in interior weighing.

We agree that accurate weights are necessary for accurate
grades for shipments out of port elevators where the quantity
is divided into sub-lots. However, we do not agree that
accurate weights are significant in establishing accurate
grades at interior points. We believe, however, that accurate
weights are vital in transactions between buyers and sellers.
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Recommendation 3.

The GAO recommends that USDA use distinctively colored and worded inspection
certificates which are not authorized for use by any State or other designated
agency. Where non-Federal agencies are designated at minor inland or country
elevators, they also should be provided with distinctively colored and

worded inspection certificates. This should serve to avoid confusion as

to immediate responsibility for the accuracy of the certificates.

Comments on Sampling, Inspection, and Certification Operations:

The Department concurs that the USDA issue distinctively colored and worded
Federal original inspection certificates which are separate and apart from
those certificates issued by agencies designated by USDA.

Recommendation 4:

The GAO rccommends that inspection services be provided on a reimbursable
basis under a system of fees designated to recover the fair costs of
operating the system.

A. Comments on Sampling, Inspection, and Certification Operations:

The Department concurs in principle to Recommendation 4. However, the
Department's position is that there are certain indirect costs of a public
benefit nature that should be financed from appropriated funds. These
include (1) basic research, {2) general public information, (3) monitoring
inspection accuracy in foreign ports, and (4) certain administrative costs.
- For this reason, we believe that a percentage of the costs should be funded
through appropriations. Costs considered reimbursable by the Department
include (1) direct supervision of Federal employees at the field office
level, (2) direct supervision of official inspection agency personnel, and
(3) appeal activities.

B. Conuents on Weighing Operations:

The Department concurs in principle to Recommendation 4.
However, the Department's position is that there are certain
indirect costs of a public benefit nature that should be
financed from appropriated funds. These include (1) basic
research, (2) general public information, and (3) certain
administrative costs. For this reason we believe that a
percentage of the costs should be funded through appropri-
ations. Costs considered reimbursable by the Department
include (1) direct supervision of Federal employees at

the field office, and (2) direct supervision of official
weighing agency personnel.
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Recommendation 5:

The GAO further recommends that, in developing standards and procedures
for a Federal grain inspection system, either by legislation or regulation,

the Congress and USDA give appropriate consideration to the following
matters:

A. Conflicts-of-Interest. The inspection system should prohibit
all conflicts-of-interest, both actual and potential, and have
an appropriate system of penalties for misconduct in this
regard on the part of grain handlers and inspection personnel.

Comments on Sampling, Inspéction, and Certification Operations:

The Department concurs with this recommendation, which is
provided for in sections 6(a), 7, and 14 of H.R. 5467 and
S. 2297. Pending legislation, the Department proposes to
amend the regulations to prohibit conflicts-of-interest,
subject to statutory limitations. Additional controls on
conflicts-of-interest will be considered in the develop-
ment of affirmative action programs with individual grain
firms.

B. Sampling of Grain. Adequate controls, proceddres, and safe-
guards should be established over the sampling process,
including equipment operation and maintenance, with automated
equipment made mandatory to the fullest extent possible.

Comments on Sampling, Inspection, and Certification QOperations:
3

The Department concurs that adequate controls, procedures, and
safeguards should be established over the sampling process,
including equipment operation and maintenance. However, the
Department believes that feasibility studies should be
conducted prior to mandating the use of additional automated
equipment.

C. Grading Grain. The need for improved accuracy and uniformity
in the grading of grain should be met through a program of
continuing research and appropriate training.

Comments on Sampling, Inspection, and Certification Operations:

The Department concurs in this recommendation and plans to consider
a long-term program of research and training to provide a balanced
technical, statistical, and economic data base, and equipment
development and testing program. Consideration will also be given
to apply appropriate resources to this effort.
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D. Personnel administration. Adequate and uniform standards for
Tecruiting, training, and supervising inspection personnel should
be established and maintained; and a rotation program and
standards of work production should be established for inspectors.

Comments on Sampling, Inspectiom, and Certification Operations:

The Department concurs that uniform standards for training of
non-Federal inspection personnel are essential and that a

rotation program and standards of work should be established

for such personnel. The Department does not believe that uniform
standards for recruiting non-Federal personnel are feacible

because of local hiring conditions, labor unions, and State

Civil Service regulations; however, competency tests are given
prior to licensing. The official inspection agencies should be
fully responsible for their own recruiting standards, training
their personnel to pass the required USDA competency tests and
qualify as technicians, and for maintenance of inspection proficiency
through an aggressive training program once inspectors are licensed.

E, General administration. Quick and thorough reviews and investi-
gations of reported discrepancies and abuses should be required.

Comments on Sampling, Inspection, and Certification Operations:

The Department concurs with this recommendation.

F. The provision that superseded certificates be surrendered when
repeat inspections are requested should be more stringently
enforced.

Commemts on Sampling, Inspection, and Certification Operations:

The Department is in agreement with this recommendation,

Recent additional appropriations to add Federal supervisory
personnel will permit enforcement of this regulation throughout
the system,

G. AMS instructions on stowage examinations should be revised to
set forth training and performance requirements and to describe
all situations where examinations should be required.

Comments on Sampling, Inspection, and Certification Operations:

The Department concurs in this recommendation. We are reviewing
the need to revise the instructions regarding training and
performance requirements. Instructions are under review to
strengthen training and performance requirements for stowage
examinations.

114



APPENDIX VII APPENDIX VII

H. Appropriate annotations should be made on official inspection
certificates issued for grain loaded from Great Lakes ports
aboard lake vessels stating that such certificates are not valid
for grain deliveries to locations beyond the Great Lakes.

I. Issuance of inspection certificates for U.S. grain sold for
export through Canadian transfer elevators should be prohibited
except upon being officially inspected at the time of final
loading from the Canadian elevator to the export vessel.

Comments on Sampling, Inspection, and Certification Operations:

The Department agrees to recommendations H and I in that inspection
ceftificates for grain loaded from the lake ports should be
qualified. Amendments to the regulations under the U.S. Grain
Standards Act to provide for such statements are being developed.

J. The national grain inspection system should be open to public
scrutiny by foreign buyers, or any other interested parties,
for witnessing sampling, weighing, and inspection operations
if they so desire.

Comments on Sampling, Inspection, and Certification Operations:

The Department concurs that the inspection system should be open
to public scrutiny by any interested parties, provided that
certain information, e.g., documents (certificates of grade,
loading logs, etc.) pertaining to private transactions are
released only to real parties in interest.

Note: Section 26.87(b) of the regulations under the U.S. Grain
Standards Act--Conflicts of Interest--entry by the trade into

grain inspection laboratories is prohibited because of the possible
pressure that may be exerted on those inspectors who are making
grade determinations.,
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The following are the Department's comments with respect to the GAO
recommendation on page 79 of the draft report:

The GAO recommends that the Secretary of Agriculture:

A. Direct AMS to (1) determine the possible impact, particularly
on U.S. exporters, of correcting, either through the appeal
process or otherwise, original inspection certificates found
to be in error and (2) develop and implement appropriate
procedures for making such corrections.

Comments on Sampling, Inspection, and Certification Operations:

The Department concurs in the need for a study of the impact on

U.S. exporters of a change in the appeal process when the original
inspection certificates are found to be in error, and if the <tudy
indicates the need for this change, develop and implement appropriate
procedures for making such corrections.

B. Require ARS, in coordination with AMS, to conduct appropriate research
to identify the type and extent of damage which can be expected to
occur normally when handling and transporting grain, particularly
export grain, and instruct FAS to notify foreign buyers what they
generally can expect in this regard.

Comments on Sampling, Inspection, and Certification Opeations:

The Department concurs in the research needs outlincd in this
recommendation. In support of AMS research needs, RS and AMS
signed a memorandum of agreement, dated June 30, 1975, that
establishes a coordination policy and procedure for coordination
within the limits of the resources of the two agencies. Immediate
consideration will be given to intensifing research on damage in
handling and transportation of grain, especially in export channels.
Immediate consideration will be given to specific research needs to
meet those recommendations within the limits of the available
resources of ARS and AMS.

C. Designate FAS as the central coordinating agency within the
Department for handling foreign complaints.

Comments by FAS:

We agree that FAS should be the agency within the Department
designated with the responsibility for coordinating all activities
related to handling foreign complaints. FAS will distribute to

AMS, ASCS, ARS, and AID copies of revised 12 FASR with instructions
requesting that all quality and short weight complaints be forwarded
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to the appropriate International Marketing Director (IMD) for
processing. Copies of this regulation will also be distributed
to market development cooperators with instructions to forward
to the appropriate agricultural attache any foreign complaints
they receive.

D. Direct FAS to strengthen its regulations to require careful
evaluation of each foreign complaint received and perform, or
have performed, such investigation as is warranted under the
circumstances to ascertain the pertinent facts of each case.

(A GAO staff member clarified this recommendation in a telephone
conversation on January 23. The recommendation is intended to
insure that FAS obtain all essential information pertaining to

a complaint.)

Comments by FAS:

FAS has developed a standard form to be used by foreizn buyers

in reporting quality complaints. The form, when completed by the
complainant (foreign buyer, importer, etc.), will provide detailed
information on the circumstances invelved in each complaint. AMS
reviewed the form and stated that it will be of considerable help
in responding to most foreign buyers' complaints. Copies of the
form will be distributed to our agricultural attaches and should
be in use in the near future.

We are in the process of rewriting Title 12 FASR, Chapter 2, entitled
"Handling Foreign Quality Complaints." One of the purposes of re-
writing this chapter is to more clearly define the attache's role

in handling quality complaints. The revised regulations will include
a provision for using the complaint form.

The revised regulations will also require attaches to cable the
appropriate IMD as soon as a complaint is known. The IMD will
forward this information direct to AMS so that file samples will
be retained.

E. Direct FAS, in coordination with AMS, to develop specific regu-
lations or instructions regarding information to be obtained by
the attaches from foreign buyers who file complaints about short
weights.

Comments by FAS:

The form for reporting quality complaints mentioned above will

also be used to report short weight complaints. FAS/W will forward
copies of all short weight complaints to AMS and to the USDA Office
of Investigation upon receipt from the attache.

17



APPENDIX VII APPENDIX

F.

Direct FAS to reemphasize to attaches the importance of
obtaining information from foreign buyers about problems with
the quality and weights of U.S. grain shipments and forward
it to FAS headquarters on a regular basis.

Comments by FAS:

Attaches will be provided with specific guidelines outlining the
proper handling of quality and short weight complaints. Essential
background information on inspection, sampling, weighing, and
transportation procedures will also be provided.

The Assistant Administrator, Agricultural Attaches, is making the
necessary arrangements to insure that attaches and assistant
attaches receive a detailed briefing from AMS prior to overseas
assignment. We believe the standard form for submitting complaints,
the instructional letter to current attaches, and AMS briefing of
attaches will emphasize the importance of complaint reporting.

Direct AMS to develop written guidelines, procedures, and time-
frame goals for investigating and responding to foreign complaints
and to develop and implement effective procedures for taking action
on the results of investigative findings when they reflect on the
integrity of the national grain inspection system.

1. Comments on Sampling, Inspection, and Certification Operations:

The Department concurs in the recommendation and is developing
written guidelines, procedures, and timeframes for investigating
and responding to foreign grain complaints, and will develop and
implement effective procedures for taking action on the resuits

of these findings when they reflect on the integrity of the
national grain inspection system. The current target date for
developing written guidelines and procedures is early February 1976
as outlined in the reply to the Office of Audit regarding their
recent audit on foreign grain complaints.

2. Comments on Weighing Operations:

AMS will formalize, on an interim basis, actions on short weight
complaints pending the conclusion of ongoing investigations and
an expanded role for the Department in export weighing.
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The following is the Department's comment with respect to the GAO
recommendation on page 88 of the draft report:

Recommendation:

The GAC recommends that the Secretary of Agriculture intensify present
research and development efforts on the U.S. grain standards and provide
for greater coordination and cooperation among the several USDA agencies
charged with research and marketing responsibilities.

Comments on Sampling, Inspection, and Certification Operations:

The Department concurs in the need for inténsified research and develop-
ment efforts in the further updating of the U.S. grain standards. AMS
and ARS will intensify research and planning efforts by first jointly
designing and costing-out priority rcsearch proposals for use in
requesting adequate manpower and funds. With a higher level of
resources, grain standards can be systematically evaluated and highest
priority research activities conducted in tandem to expedite needed
modifications in U.S. grain standards.

VII

GAO note: Page number references in this appendix may not

correspond to the pages of this report.
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